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The Honorable Dante B. Fascell
Chairman. o
Committee on -Foreign Affairs

2170 Rayburn House Office Building
Washington, D.C. 20515 - S

Dear Mr. Chairman:

. We hereby submit the final staff report of our investigation’
~on the involvement of the State Department Office of Latin -
American Public Diplomacy (S/LPD) in the establishment and
supervision of a private, domestic network designed to influence
the Congress, the media and public opinion on behalf of the
Administration's policies as related to the Iran/Contra affair.
Since the interim report, which we provided to you on March 18 of"
last year, the investigations by the Iran/Contra Committees,
General Accounting Office and the State Départment Inspector ,
General, as well as our subsequent follow-up investigation, have .
‘revealed a much wider, and potentially much more serious,

violation of U.S. laws and regulations than our original interim
report had indicated. : : , .

Although the Iran/Contra Committees were constrained by
pressures of time and limited resources from pursuing many of the
leads that were developed during that investigation -- and the
General Accounting Office and State Insector General's reports
were narrowly focused on certain aspects of S/LPD's activities --
the combined information developed by those three investigations,
as well as our own investigation, present a situation which may
require further investigation. Such investigation may wish to
focus on the extent to which the CIA and various intelligence
components of the Department of Defense,cohspired,tthrough the
staff of the National Security Council, to use the State
Department as a cover for a domestic operation Which'went,far
beyond . the -legal and ethical scope of their authority.
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' The Honorable Dante B. Fascell - September 7, 1988,
~ Page Two . _ o - o

;

_ - The staff report indicates the extensive involvement of
intelligence community personnel by the Office of Latin American ' .
Public Diplomacy to establish, maintain<and'manage private, - - - ¢
domestic entities engaged in fundraising, lobbying, propaganda
and manipulation of the media in contravention of U.S. laws and
regulations. S o : N

'While the report provides a'dlearvindiéation that such

‘activities. occurred and that they were deliberately hidden from'
- public view, there are many individuals ‘who were intimately -

involved in these activities who were never questioned by the-
Iran/Contra Committees about these matters and who have not been
available to any of the other investigations that have been
conducted. Many important documents, - which were discovered by
the GAO in the files of S/LPD, were never made available to our .
Committee nor to the Iran/Contra Committees despite our request
and assurances . that such materials would be forthcoming. There.

. may be other documents' in the files of the CIA, DOD and the
.Department of State which should be sought in order that a

complete picture may be obtained. Any subsequent investigation
will almost certainly need to use Congressional subpoena power in
order to obtain these documents and the testimony of key . '
witnesses. . L R '

Appended‘tobthe report are ¢opies-of'our interim staff o
report of March 18, 1987, two reports from the GAO and a report -
by therstate Department's Inspector General. ; '

. Vic Zangla, the General ACcdﬁnting Office official;who has

been erking‘with_the-queign Affairs Committee for the past year:
‘and a half, assisted with the compilation and evaluation of the

_docUmentation.upon which this report was based. Co
'”Sihcerelyvyouré,: 

AN

| - - SV A
. Spencer Oliver
‘Chief Counsel

: ROV PN
~.Bert Hammond
Staff.Consultant
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mwmncmvrms

RE[A'IE)'IOMIRAN/(XNMAE?AIR

in March 1987 the staff of the Committee on f‘oreign Affairs issued
a prellmlnary report of 1ts 1nvestlgatlon ‘into ‘the award of six
contracts by the State Department s Offlce of Publlc Dlplcmacy for Latin
' Amerlca , and the Carlbbean (S/LPD) to Internatlonal, Busmess‘
.'Communlcatlons (IBC) and 1ts prlnc:Lpal, Frank Gomez. The-report raised
a number of key questlons, 1nclud1ng ' | »
Why was. a noncompetltlve 1 $276,000 State Department contract with IBC
classrfled SECRET durmg the same tlme perlod that IBC ‘was engaged in
transferrmg monies _to Lake Resources,‘ an account controlled by Ollver_
.North for the purpose of aiding the Contras’ Were any of the State
Department contract monies in fact used 1llegally to lobby Members of -
__Oongress° Was S/LPD engaged in. prohlblted propagandlstlc act1v1t1es’>v
Were State Depart:nent mom.es 1llegally dlverted ‘to aid the Cont.ras'>
Due to the . dlfflculty the Comnlttee staff encountered in its
'efforts to obtaln relevant 1nformatlon from the State Department and o :
.the fact that IBC had been 1nvolved in funnellng money to secret Sauss“" '
' Bank accounts, many answers to questlons ralsed in the report were not

mmedlately forthcomlng. oIt was the Ccmnlttee staff 's opinion that
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these"pressing questions -could only 'he-properly' reviewed by ‘the Select
' _‘Commttee to Investlgate Covert Arms 'I‘ransactlons w1th Iran. " The
‘Cha.rrman of the Commlttee on Forelgn Affalrs, Rep. Dante Fascell, then
L forwarded all relevant documents in the Comm1ttee s possess1on to the'
i _.‘Select Commlttee. | ; | | , Lo
Oon March 31 1987 Chalrman Fascell and Rep. Jack Brooks ’ Cha.rrman," - |
.,Camu.ttee on Government Operatlons, 1ssued a Jomt letter to the General' |
Acoountmg Offlce (GAO) requestlng 1t to conduct an- mvestlgatlon and
L .' render a. legal oplnlon on the legallty and proprlety of certam
‘ | ‘ act1v1t1es of S/LPD. ’I\vo separate reports were subsequently prepared by
| The . flrst GAO report, issued 9/ 30/87 examlned whether or not S/LPD_ -
had been 1nvolved in 1llegal lobbylng and propaganda act1v1t1es. »\VThe_
‘report concluded that S/LPD s act1v1t1es 1nvolv1ng the preparatlon and
dlssemlnatlon of certam types of mformatlon violated a restrlctlon on -
the use of approprlated funds for pub11c1ty and propaganda purposes not
. authorlzed by the Oongress. The report also noted that the avallable :
ev1dence dld not support a conclusmn that antllobbymg statutes had
been v1olated (GAO audltors, however, .mformed Committee staff thatb
.documents in the possession of the Iran/Contra Select Commlttees, whlch'v
were . not made avallable to GAO untll after 1ts report had been issued,
"would have requlred GAO to reevaluate S/LPD ] compllance w1th the
antl—lobbymg statutes ) | : R L » ’
The second GAO report, 1ssued 10/30/87 assessed the contract:mg _
act1v1t1es of S/LPD The report. found that S/LPD generally dld not |
Vfollow federal regulatlons govermng contractual procedures. '

In addltlon to the GAO reports, the State Department s Office of
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Inspector General (OIG) 1ssued a report that exammed the Department s
contracts w1th Internatlonal Busmess Ccmmumcatlons (IBC)' and Frankv

,Gomez, one of 1ts pr1nc1pals. The OIG's report concluded that many of .

 the purchase orders- and contracts awarded by S/LPD were questlonable in

rthe later perlods as S/LPD s staff grew and galned experlence' that the -
' _}acqu151tlon process for awardlng and admlnlsterlng the purchase orders.

'and contracts was mlsmanaged' that one contract ‘was :Lntproperly
cla551f1ed SEKIRET 'apparently to' av01d A competltlon -and publlc‘

' dlsclosure, that some of the charges in the fmal contract between S/LPD
and IBC were questlonable, that v1olat10n of ethlcal standards and/or
‘confllct of 1nterest restrlctlons may have occurred in the case of two

1nd1v1duals, and that 1nformatlon prov1ded by the Department to.' '

'Congre551onal requesters was 1naccurate,» 1_ncomplete, :and msleadmg.

" The 0IG's report _also, recanmended fspecif'ic actions to remedy

' admm1strat1ve problems 1dent1f1ed in the report

: Thls flnal staff report on the act1v1t1es of S/LPD serves both as a

summary of the prevrously descrlbed reports on the Offlce of PllbllC

'Dlplomacy for Latin Amerlca and the Carlbbean and as a descrlptlon of

how a relatlvely obscure offlce in the State Department played a central

role 1n the creatlon and rnanagement of the private network mvolved in

‘,the Iran/Contra affalr. It 1s the Comuttee staff! s contentlon that a .
preponderanoe of documents obtalned by the staff as well ‘as those:»
: Areleased by the Select Commlttees, demonstrates that S/LPD was set up‘

', and managed by operat_wes 1n the Natlonal Securlty Oounc1l (NSC) who". ,

'malntamed close tles w1th Ollver North and former CIA Dlrector Casey.

‘The NSC staff succeeded m hav1ng Otto Reich named as the Dlrector of

the new Offlce Lat.m Amerlca of Publlc Diplamacy whlch reported dlrectly'
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P

to» the NSC IEC's - two pr1nc1pals—-R1chard R Mlller, former head of
publlc affalrs at AID, ‘and - Franc1s D. Gomez, former publlc affalrs
spec1allst at the State Department and USIA-—were then hlred by S/LPD ’

: through a series of sole source, no-bld contracts to carry out a varlety ' |
of- act1v1t1es on behalf of the Admmlstratlon s pollc1es in Central'
vAmerJ.ca. ' | . | | . v '

’ Durlng the same perlod that 1t had been rece1v1ng payments from the_
_State Department totalllng in the hundreds of thousands of dollars, IBC 3
also served as: the condult ﬂ'lrough ‘which mllllons of dollars from the

- 1llegal sales of weapons to Iran were dlverted for use: by the Contras as
. well as other purposes. Also whlle under contract to the Offlce of
Publlc Dlplomacy, Mlller and Gomez part1c1pated in. act1v1t1es de51gned
to 1nfluence the medla and publlc to support the Presrdent‘s Latm-
, Amerlcan p011c1es, 1nclud1ng sophlstlcated televrslon ad campalgns that .
were targeted at Members of Congress who were not support;ve of the i
: Pres:.dent s Central Amerlca policy. Many of these act1v1t1es by de51gnv
were covert. Johnathan Mlller, Ambassador Relch's Deputy at S/LPD (who
v later res:Lgned from the Whlte House staff when it was revealed that he
had assrsted Ollver North in cashmg travellers checks for the Contras) ' :
' for example descrlbed Gomez as a "cut—out" who once made a clandestlne*
o trip in Central Amerlca and promoted medla mteruews and background. "
;brleflngs w1th representatlves of the Democratlc Re51stance in Nlcaragua»‘
on behalf of S/LPD, ‘w1thout acknowledgment of the State Deparbnent s
role. L |

| In the course of assrstlng the. Contras wlth thelr publlc relatlons-,;_

_- Mlller and Gomez were mtroduced to Ollver North and Contra fundralser '

Carl ‘"Spltz" Channell ) Under the dlrectlon of North and w1th the .
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Declassified and Approved For Release 2012/11/02 : CIA-RDP9OMOO005R00 100100001-’3

f1nanc1al a551stance of Channell, IBC qulckly became a oentral player in

' the so—called "enterprlse." . IBC' s role, m fact, was so highly valued
| that 1t was descrlbed by one Whlte House off1c1al as "the Whlte House

- - outside the White House.','

'IHEGAOA[DI'IS

Respondmg to ‘a March 31 1987 JOJ.I'lt request 1ssued by Chalrmen

‘Fascell and Brooks, the GAO released two separate reports on the

act-ivities ‘of 'S/LPD The flrst report 1ssued by the Comptroller General

on 9/30/87 concluded that S/LPD had engaged in proh1b1ted covert'
. actlvrtles de51gned to J.nfluence the medla and the publlc to support the
Admnlstratlon s LatJ.n Amerlcan pollc;Les."” The: use of approprlated :
funds for these act1v1t1es constltuted "a. v1olatlon of a. restrlctlon on -

. the State Department annual approprlatlons prohlblt:mg the use of

federal funds for publlc1ty or’ propaganda purposes "o

' GAO s concluslon centered on S/LPD s dec:LSJ.on to use a umvers.lty

professor, John F. Gullmartm, Jr., an adjunct professor of hlstory at

Rice Unlver31ty, to wr1te a newspaper article in support of’ the

, Admrmstrat.lon s Central Amerlca pohcy mthout alert_mg readers or,

: ”apparently, the newspaper that Guilmartin had been a pald consultant to
S/LPD _ : _

*

 The GuJ.lmartln artlcle was one of fJ.ve wh1te propaganda“ _

,operatlons descrlbed m a March l3 1985 memorandum from S/LPD to the

Assistant to . the Pre51dent and Dlrector of - Cormnumcatlons. 'The

confldentlal memorandum stated the follow1ng ‘about the Gullmartln
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“article: -

| »"Attached is a copy of an op—ed piece. that ran two days ago m '

The Wall Street Journal : Professor Gullmartm has been a.

consultant to our office and COllaborated'with our staff in the
: writing' of. t’his. p1ece It is devastatlng m 1ts analy51s of‘
. the Nlcaraguan arms bulld-up. ‘Officially, thlS office had no
o role in its preparatlon "o o o |
Another item in the manorandum descrlbes the use of a “cut-out" to_v_'
: arrange v151ts to varlous news medJ.a by a Nlcaraguan opp051tlon leader.
.Although the term is not defmed 1t appears to reflect an .Lntentlon tolb
.hlde the fact that the op9051t10n leader s v151ts were belng arranged by:'&

the Government

Sectlon 501 of the Departments of Commerce,,Justlce, State, the .

Jud1c1ary, and Related Agenc1es Approprlatlons Act, 1985, states' ' "No :

part of an approprlatlon contamed in the Act shall be used for

pub11C1ty or propaganda purposes not - authorlzed by the Congr&ss."v
Although the leglslatlve hlstory of sectlon 501 is 51lent as to the -
‘intended effect of the restrlctlon, GAO has had numerous opportumtles
to mterpret language s1mllar to sectlon 501 as. prohlbltlng covert.-
propaganda act1v1t1es of an agency, , which applles to the 51tuat.10n of
' Professor Gul]martln and V151ts of varlous Nlcaraguan opposrtlon leaders'
arranged by S/LPD .‘ | - | , , _
'I’he GAO report concludes that "the descrlbed act1v1t1es are beyond
the range of acceptable agency publlc 1nformat10n act1v1t1es because the 1 :
_artlcles prepared in whole or part by S/LPD staff as the osten51blef -
pOSlthI‘l of persons not associated w1th government and the medla v151ts

arranged by - S/LPD were mlsleadlng as to their orlgln “and reasonably -
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- '.constltuted propaganda w1th1n the: conmon understandmg of that term."
On- October 30 1987, GAO 1ssued a second report on the State’
o Department' s admmlstratlon of certaln publ.lc dlplcmacy contracts
| _'In its evaluation of LPD's use of contractors, GAO rev1ewed 25 oontracts_
S/LPD entered 1nto since the offlce was establlshed The contracts were
valued at approx1mately $263 000, - Most of - the contracts rev1ewed._
involved the subm.rssron of er.tten products by md1v1duals and in some'v
1nstances, compames. o - | ‘
’I‘he GAO audlt found that S/LPD d1d not adhere to. federal |
regulatlons goverm.ng contractual procedures. Speclflcally, the audit’
- reached. the follow1ng three conclu510ns: ’ |
| l ' The justifications to‘ support the exclusive use of

"sole~source contractlng by LPD were 1nadequate._

|
|
|
1
! ' ' o 2. Varlous other procurement requlrements were not adhered
- to .m awardlng contracts, such as encouraglng competltlon, :
obtalru.ng requlred contract offlcer approvals before
- engagmg contractors, ) ar"xd,i m' one case, abldmg by_
llmltatlons ‘on the salary pald to a retlred mllltary
offlcer. - '
3.' Many products were dlfferent from those contracted for |
- w1th no ev1dence that agreenent ‘was reached on changes to
'_contract spec1f1cat10ns. | o
Wlth respect to the issue of sole source contractmg, the GAO study‘
'concluded that all 25 contracts under rev1ew d1d not meet federal
- L requlrements for sole source Justlflcatlon.v The contracts contalned no

descrlptlon of how the wrlters selected were unlque and why no one else .

could perform the de51red requlrement5° ‘nor’ d1d the contracts contam
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'any descrlptlon of . efforts made to ascertam whether equally quallfled ,
. wrlters were - avallable. Under ‘the requlrements of The Competltlon in

Contractmg Act of 1984 ‘both of these condltlons must be fulfilled

before a sole souroe contract can be awarded

- In general GAO found httle ev1dence that s/LPD had made any,

'effort to locate other sources to compete on S/LPD contracts.v Even a

sole source procurement requ1res such an effort to help support the sole

source justlflcatlon. In the one’ 1nstance where the Depa.rtment s}
Procurement Offlce located a- competltlve source, S/LPD withdrew its
»requlrement for these serv1ces before the potentlal oontractor could be

. 1nterv1ewed - At the tlme, these serv1ces were belng prov1ded by Mark

R_Lchards Assoc;Lates, Inc., who had performed services for S/LPD under a

serles “of sole source contracts s1nce July 1984, ' Later 1n the year, L

however v S/LPD ’ m an about—face, requested the cont.mued serVJ.ces of

'Mark Rlchards Assoc1ates, vwhose pr1nc1pal Colonel Mark Rlchards, had -
extensvze experlence .m mllltary 1ntelllgence. In its request to renew -
: R:Lchard's contract, S/LPD c1ted "unusual and compell.mg urgency" as the-g" '
ba515 to award a sole—source procurement. 'S/LPD also added that "the |

cha.racter and sen51t1v1ty of the serv1ces precluded dlsclosure of the |

contractual arrangement to the publlc "

GAO also noted that Mark Rlchards, an S/LPD employee detalled from
- DOD- and a soon-to—be—retlred Air Force Colonel, ‘would be subJect to dual." '
Vcompensatlon llmltatlons 1f employed as a consultant to S/LPD after his - |
, retlrement from federal serv1ce. ThlS would reduoe hls mllltaryv »
retlrement pay, whlch accordmg to Colonel R_Lchards, was unaoceptable. -
| Acoordlngly, Colonel Rlchards 1ncorporated hlmself , and the Departznent

negotlated a sole—source contract w1th Mark Rlchards Assoc1ates forr”
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' '-medla consultant serv1ces. ThlS permltted hlm to contlnue worklng for
S/LPD w1thout a’ reductlon in his. retlrement pay. Between July 1984 and
February 1986 Mark Rlchards Assoc1ates recelved approxunately $136 000 L
'I‘hls arrangement however, c1rcumvented two Offlce of Management and _
Budget (OMB) c1rculars that restrlct- the u‘se of contraCts _to. avoid-
salary llmltatlons for former government employees. | |

Of the 25 contracts GAO rev1ewed 16 spec1f1ed one or more orlglnal

wrltten products (41 in all) Most of the contractor products GAO
obtalned however, dlffered substantlally from the- contract scope of the'

- 'work; : Accordlng to S/LPD personnel, few were: mcorporated 1nto S/LPD .

: publlcatlons. :

GAO's analysis' was ‘hampered-by .' the' lack of work products in S/LPD's
files. , Audltors were only able to obtam 28 of the 41 research papers.
o Of the. 28 work . products obtamed by GAO, only 13 addressed the topic
speC1f1ed m the orlgmal scope of work In the other cases, the

| product for whlch there was an "urgent need" was mt produced rather,

substltute top:Lc was addressed

:REP(X&‘OFTHBSI'ATB[EPAMW'SOE?ICEOFINSPEEKRGEN@AL
‘In” response to a March 1987 request from - t.he Secretary, the staff” |
* from the Offlce of Inspector General (OIG) exammed the Department s
contracts w1th Internatlonal Busmess Camunlcatlons (IBC) and Frank‘
' -Gomez, one of 1ts prlnClpals. The exammatlon covered six’ purcnase .
| orders and contracts totalllng approx_unately $436 000 w1th IBC or Frank L
.-_Gomez between February 1984 and September 1986 In July 1987 ‘the OIG _ B

released 1ts report contammg the followmg fmdlngs. ]

1. . Need for the Oontracts—There was Justlflcatlon for the mltlal'
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purchase orders for out51de assmtance,_ durmg a temporary start-up'
51tuat10n m S/LPD early in 1984 but the practice contmued through - -
’fiscal 1986, after the Aur‘gency and t_he _original, Justification had

A ‘passed

2. The Acqu151tion Process-—'I‘he practlces fo]lowed m the procurements

w1th Frank Gomez, IBC, and _INSI (Institute for North South Issues, a
| non—profit foundation operated by Frank Gomez) were generally contrary v
_to proper acq11151tion polic1es and procedures and failed to meet thev

'~fundamental requirements of. the. Federal Acquisitlon Regulatlon (FAR)

In certain 1nstances, Frank Gomez and IBC only entered into formal

contractual arrangements w1th the Depart:nent after S/LPD had directed-
» ,IBC to begin the work ‘For example, an order awarded to IBC in the

. amount of $24 400 was Signed by the Department s contractmg offic1al_

almost one month after: IBC was to have completed the work and almost

four months after IBC had been directed to. begin. the work by - S/LPD ;
OfflClalS. The FAR clearly states that the contracting offlcer is
‘A‘responsible for the control of the contractmg process and that'
Acontracts may be entered into only by contracting officers. ,‘ |

| 'Ihe OIG determmed that all contracts awarded by the Department s -
procurement offioe to Mr. Gomez, IBC, and INSI were based on 1nadequate,
' sole source justifications. ~ In the _final $276 000 contract with IBC
another feature of contractmg was added-—the Competition in Contracting
.Act of 1984 (CICA). ' At the time this. contract was being cons.idered by
S/LPD of_ficials, The FAR had been changed to 1nclude the CICA o
provisions. The Department s contracting off1c1als brought ‘the new E‘AR |

provisions’ to S/LPD 's attention, 1nclud1ng the new CICA requlrements to

public12e even proposed sole - source awards. , .This- .contract was
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cla551f1ed SEI:RET by S/LPD off1c1als, not publlc:Lzed by the Department,

" and was. eventually awarded on-a sole souroe ba51s approxmately llv
months after IBC began the work at S/LPD's dlrectlon. : Moreover, IBC_ . |
eventually recelved approx.lmately $240 000 dollars for 1ts work on' the
loontract, : even after the fact that Robert Kagan, who- suoceededv
Ambassador "Reich as the D:Lrector of the Offloe of Publlc Dlplcmacy,

requested in a May 28 1986 memo to Executive Dlrector Patrlck Kennedy

B ".‘that the funds be deobllgated

Federal acqu151t10n regulatlons requlre that all proposed contracts .
over the amount of. SlO 000 be pubhshed in the Commerce Busmess Dally
(CBD) . None of the purchase orders of contracts over $10 000 awarded to -

‘ | Mr Gomez or IBC were publlcmed by the - Department's contractlng
off1c1als. In ‘addition, purchase orders for Mr. Gomez and IBC were made .'

on a fragmented bas:Ls, often for less tnan $10, 000 apparently to
c1rcumvent the acqulsltlon requlrements | v ..

3. Reasonableness of Prlces and Performance-—~‘I‘he OIG S audlt questloned' -

some charges ‘ contalned J.n the FY 1986 contract for $276 000. "
.Spec1f1cally, the report questloned the travel and ADP equ.lpment costs'
charged by IBC. The OIG report mdlcated the IG's of fice would conduct
~a. cost 1ncurred audlt at a future date. ‘ In ' December - 1987 the OIG
‘completed the audlt and dlsapproved approx1mately $84, 000 1n costs
claimed by IBC under the oontract The 0IG has recommended that the |
Department attempt to. recover these funds from IBC To date, the funds .-
'have not been reoovered | .
Oon September lO 1984 the Forelgn Serv;Lce Instltute (M/FSI) placed
a traln.mg order for $16 198 with IBC The tralnlng order requlred IBC

to conduct semnars in El. Salvador on lmprovmg press relatlons for El
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Salvadoran'.nﬁlitary officials in late August and early September of

3 1984 " The use on an M/FSI trammg order to obtam the serv:.cas of IBC

appeared to be 1noon51stent w1th the pr1n01ples that generally apply to

M/FSI traln:mg orders. Normally, M/FSI arranges for tralnlng for State
' Department employees that is job related The tramlng order w1th 1BC

'mvolved training for forelgn off1c1als and was conducted by a prlvate

vcompany 1n a. forelgn country._ Moreover, the OIG dlscovered in 1ts |
dlscus510ns w1th IBC off1c1als that the training semmar never took
. S place, ,1nstead, : 1nd1v1dual ,c_o‘unse_ll‘ng took ‘place with 20 to 25
1 individuals.‘ The OIC }'has recommended that.acti‘on be taken to 'reoover

_the funds from IBC since the seminar never took place. Y'Ib date',: the
’ funds have not been recovered

4, Ethlcal/Confl:Lct of Interest Con51deratlons——'1‘he OIG determmed that

VDanlel Jake Jacobow1tz, a Depart:nent of Defense mtelllgenoe spec1allst
“detailed to S/LPD fran June 1984 to June 1986, may have v1olated federal |
ethlcal standards by - 1ntroduc1ng hlS 'sister, Fran Jacobow1tz, who was a
Aspec1allst in estabhshmg and - operatlng mail dlstrlbutlon systems, to :'
'the head- of S/LPD and to Frank - Gomez of'IBC S/LPD subsequently .
vcontracted w1th the Instltute for North South Issues (INSI) and IBC for
Vanaly51s, de51gn, and operation of a mall dlstrlbutlon system. The | e
‘sister’ was hlred by IBC to dlrect the work under such contracts. The
OIG referred the matter to the DOD Inspector General who,- after -
»mvestlgatlng the 1nc1dent, determmed that Jaoobow1tz had v1olatedd"
, employee standards of ethlcal oonduct. “A letter -of -reprlmand was placed

in Jacobow1tz s personnel flle.

\
\
)
\
|

Prlor to be.mg employed by S/LPD, Frank Gomez was employed as the'

Director of Foreign Press Centers _fo_r USIA. _He retlred from that agency
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“on February 14, 19847‘and the performance date for the work called for by

the purchase order with S/LPD was February’ 14,,1984 through May 31,

1984.

- Documents contalned 1n the S/LPD flles lndlcate that, whlle he was

employed by USIA, Frank Gomez established the Instltute for North—South’
Issues and negotlated w1th USIA and the State Departznent for contra‘ct .
‘work after he retired 'I‘he same purchase order was also negotlated Wlth_ :

S/LPD’ whlle he was enployed by USIA

: ’I‘he 0IG referred thlS matter to the USIA IG on May 15 1987 to

-determlne whether any confllct of mterest laws or regulatlons were

_ v1olated ’Do date, the USIA I1G has not 1n1t1ated any actlon.

5. Congressmnal and Press Guldance——-'I‘he OIG determlned that a small

_ hut nnportant portlon of 1nformatlon prov1ded to" Congressmnal
- requesters and as press guldanoe was e1ther maccurate, 1ncomplete, or
potentlally vmlsleadlng. " In addltlon, the 0OIG concluded that the"

Department's respons.weness to requests for J.nformat.lon by members off

Congress and thelr staffs had been slow and fragmented

6. Cla551f1catlon of the FY . 1986 Contract-—S/LPD classrfled 1ts fmalv R

$276 000 contract with IBC as SECRET, contendmg to off1c1als that it

oonta_med sens:.tlve 1nformatlon of a national securlty nature. However,

the contract was v1rtually a contlnuatlon of an unclassxfled FY 1985>'

contract, ,except for the addltlon of 'an. unclassrfled document

distribution' system. 'I'he OIG's report concluded that "there was mthlng
' of a natlonal securlty or even a sen51t1ve nature in the contract In
our oplnlon, the real reason for clas51f1catlon was to avord publlcatlon

~in ‘the CBD and poss1ble challenges to the sole source contractual

relatlonshlp with IB.." v

Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001 100100001-3



'Declassified and Approved For Release 2012/11/02 : CIA-RDP9OMO0005R001 100100001-3

. Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3

. The OIG's report also conta.ms a number of spec1f1c recommendat.lons ‘ o .

. relating to the Department s award and adnumstrat.].on of contracts. All'

of these recommendatlons, mcludmg those reconmendatlors to recoup

monies from IEC, have been accepted by the Department. In addltlcn to

these recommendatlons, 1t 1s the Cormuttee staff's understandlng that

_the OIG has referred S/LPD Dlrector Otto Relch' - name to- the'

Department s personnel off1ce for pos51ble dlsc1p11nary actlon. . To

date, the offlce has not taken- any’ actlon._

THE IRAN/CONTRA INVESTIGATION

For the duration : of the . Congressional investigation of the

Iran/Contra affalr, the Cormu.ttee staff contlnued its 1nvestlgatlon of -

the - act1v1t1es of S/LPD "In its review of the ev1dence, 1t became

apparent to the Cormuttee staff that S/LPD s act1v1t1es were not -

- ‘coordmated within the State Department but by a high level mteragency

‘group establlshed by the NSC. As -the final report of the Oongressmnal
Committees 1nvestlgat1ng the Iran/Contra affalr pomts out, 'Walt
Raymond the. prlnC1pal NSC staff offlcer in charge of morutorlng S/LPD
“.._.' was a former senior CIA off1c1al, with experlence in
}lvcovert operatlons, who had been detalled to the NSC staff for
a year with Casey's approval, and who upon retlrement from the

C1a became a Spec1al A551stant to ‘the Pre51dent  with

- resporslblhty for public: dlplcmacy affalrs "

Once . at the NSC, Raymond helped set up a system of - 1nter—agency‘
: conm1ttees, 1nclud1ng a worklng group on Central Amerlcan Publlc*'
: Diplc[nacy. The NSC staff ‘also succeeded in havmg Otto Relch named as

- the Dlrector of the new Offlce of Publlc Dlplanacy (S/LPD), which -
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repOrted directly o »the NSC. E’ranc1s D. Gomez, former publlc affalrs
‘spec1allst at the State Depart:ment and USIA, was hired by S/LPD through ;
‘a series of sole. source, no-bid contracts to carry out a varlety of the
Reagan Administratlon polic’ies in Central ’Amer’ica‘.' : Gomez and his
busmess partner, R:Lchard Mlller, former head of publlc affalrs at AID,
'then formed Internatlonal : Busmess Canmunlcatlons (IBC), a public -
‘ _' relatlons flrm, Wthh also recelved a number of State Department .
E .‘ contracts ” _ A ‘ _
Supported by the State Department and ‘White House, Mlller and Gomez
" 'became the out51de managers of Carl SpltZ Channell's fund—ralsmg and _
: lobbylng activities. They. also served as the managers of Central :
 American polltlcal flgures, defectors, Nlcaraguan opp051t10n leaders and
. Sandinista- atrocity victims who were made avallable to the press, ,- the
-Congress and prlvate groups, to tell " the story of the Contra cause.-‘,
They fac111tated the transfer of funds ralsed by Channell and others to
' .,SWlSS and offshore bank accounts ‘at the dlrectlon of 01.wer North. ‘They
became the key l;Lnk between the State Department.L and the Reagan Whlte .
' House with the prlvate groups and 1nd1v1duals engaged in a myrlad of
vendeavors almed cat 1nfluen01ng the Congress, the media and publlc-
oplnlon.v They also became the main funnel for prlvate U S. money gOLng
‘to the Democratlc res1stance in Nlcaragua | |
' What follows is a descrlptlon of how an out51de prlvate network of
1nd1v1duals was establlshed that w1th the guldance of senior White
.House OfflClalS, prov1ded f1nanc1al and polltlcal support for the Contra'
“cause. ' S/LPD, a relatlvely obscure office in the ‘State Departznent, |
played a p1votal role in malntalnlng and nurtunng thls prlvate network

wh1ch played a central role in me larger Iran-oontra affalr. ~ (AlY
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llnformatlon in the followmg sectlon 1s taken from pule.c sources and.

publlshed “declassified transcrlpts and records of the Iran—Contra .

. Comruttees )

"'S/LPD AND THE PRIVATE NETWORK

Walt-Raymond a semor career Cia offlcral and propaganda expert,
was approached by Donald Gregg, Ch:Lef of the Intelllgence Drrectorate at

the NSC, and’ mformed that Gregg was recorrmendmg to CIA Director Casey

‘and NSC Advrsor W1lllam Clark that he be assrgned to tne NSC as Gregg s
"successor when Gregg departed to Jom the staff of Vlce-Pr&sldent George'
_‘B_ush. Raymond drscussed the transfer w1th Casey, Clark and McFarlane' o
. and’ recelved approval for hls 1nvolvement in setting W the publlc _

,drplomacy program . along w1th hls 1ntelllgence responsrbllltles.

Accordlngly, he was transferred frcm CIA headquarters to the NSC in- June

- of 1982,

In the early part of 1983 documents obtamed by the Select -

. Comm.ttees, and later released in. unclassrfled form, md.rcate that Walt

Raymond who had succeeded Gregg as the Dlrector of the Intelllgence

staff of the NSC, successfully recommended the establlshment of an:

‘ 1nter—governmental network to pranote and manage a publlc dlplanacy plan

de51gned to create support for Reagan Adnum.stratlon pollcres at home

and abroad. Thelr 1n1t1al efforts were dlrected toward mvolvmg:'

private. groups and 1nd1v1duals in a campalgn to 1nfluence Amerlcan and

_European publlc oplnlon o Intermedlate Nuclear Force (INF) deployment

;e

In ﬁme Sprrng of . 1983 the network began to turn 1ts attentlon' '

toward beefmg up the Admlnlstrat.ron s tapac.rty to- promote Amerlcan- |

support for the Democratlc resmtance m N1caragua and the fledgllng

i
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denr)cracy in vElv Salyador._ This effort resulted m the creatlon of the’
Offlce of Publlc Dlplomacy for Latin Amerlca and the Carlbbean 1n the
Department of State (S/LPD) Iz headed by Otto Relch v‘ _
| On May 25, 1983 Secretary of State George P. Shultz, in an effort
to head off the creatlon of S/LPD, wrote a memorandum to the Presrdentv |
askmg for the establlshment of "s1mple and stralghtforward management
procedures. The memorandum to the President followed a dlSCUSSlOI'lA.l , '
ibetween the Pre51dent and Shultz earller m the day.
: In the memo Shultz said:
v, . Therefore, what we dlscussed was that you will look to‘. ‘
-‘ me to carry out your pollcles. If those pollc1es change, you w1ll’i"‘.'
tell me. If I am not carrylng them ‘out effectlvely, you w1ll hold
e Vacoountable. But we will set up a st_rutture SO that I can be
your sole delegate w1th regard to carrying. out your pollc1es. _
| “.' . What thls means - is  that there w1ll be an. Assmtant-
-Secretary acceptable to you (and you and. ‘I have agreed -on ’Ibnyy
Motley) who will report to me and through me to you. “We w1ll use
Dick .S‘tone as ‘our bnegotiva_tor, who, in.con'junction'wi‘th‘ 'Ibny, will.
'also ‘report solely to .me and through me to you. »Sirni‘:larly, there
>w1ll be an mter—agency corrmlttee, but 1t w1llbea tool of
, management and not a dec1510n—makmg body. I sh'all-'re_solve any;
vllssues and report to you. " | | - ‘. |
The . Pr&sldent responded w1th a memorandum, whlch stated in part'
"Success in Central Amerlca will requlre the cooperatlve effort -
of. several Departments and agenc1es. No smgle agency can do J.t"’ '

E alone nor should 1t. Still, it is sensible to look to you, as I do,v

as the lead Cablnet offlcer, charged with moving aggr&smvely to_»

i
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develop the optlons 1n .coordmatlon with Cap, Bill Casey and others
and com.mg to me for dec1s:Lons. I belleve in Cabinet gover_mnent.
It works - when the Cabinet offlcers work. together. I 'look to you and
- Bill Clark to assure that happens."__' L o .‘

‘Attached to the memo  was a chart placmg the NSC between the

_ Secretary of State and the Presrdent for- ‘the management of Central ”

Amerlcan strategy. Shultz had not cnly lost the battle to prevent the_ »

establlshment of the offlce ’ he also accepted the NSC—sponsored

candldate to run d'le office, and. accepted the fact that Relch would

report dlrectly to the NSC and not through the A551stant Secretary of

State for Inter—Amerlcan Affalrs.

Almost s:.multaneously with the creatlon of S/LPD Walter Raymond

©_ Jr. was named to a ‘new p051t10n as Spec1al Assrstant to the Pres:Ldent

'and Dlrector of Internatlonal Commumcatlons at the NSC. From that tlme

forward, S/LPD reported to Raymond and hls workmg group on Central.

. American Publlc Dlplanacy at’ the NSC. The group was- composed of

'representatwes of USIA, the CIa and DOD,A as wellv as various NSC

staffers, 1ncludmg Ollver North At least for several months after he
assumed’ thls 9051t10n, Raymond also worked on mtelllgence matters at- ...

the NSC, 1nclud1ng draftlng a Pres1dent1al Flnd.mg for Covert Actlon in ,

Nlcaragua 1n mJ.d—September. o

Reich relied heav1ly on Raymond to secure personnel transfers from

._otner government agencres to beef up the lmuted resources made
‘ avallable to S/LPD by the Department of State. The NSC also mtervened

- on behalf of S/LPD with top management OfflClalS in the State Deparhnent'

to expand ReJ.ch's resources within the Department Personnel made

"avallable to the new offlce 1ncluded mtelllgence spec1allsts from the

: _ Declassified and Approyed For Release 2012/11/02 : CIA-RDP9OMO0005R001 100100001-3
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U.S; Air Foroe vand 'the U. S Army. . On e occa51on, flve 1ntelllgence_.'. B
experts from the Army s 4th Psychologlcal Operatlons Group at Fort
- Bragg, North Carolma, were a551gned to work w1th Relch S fast—growmg -
"‘_operatlon. ., | | | . »l
B Whlte House documents also mdlcate that CIA Dlrector Casey had more '
than a passmg 1nterest Ain the Central Amerlcan publlc dlplcmacy
campalgn. ~In an’ -August 9 1983 Memorandum entltled "Prlvate Sector.
‘vSupport for Central Amerlcan Program " Raymond told Clark° | _
' Y"A group of publlc relat.lons spemallsts met w1th B11J. Casey a
o ' few days ago. Faith also met them.; 'I'he group 1ncluded Blll'
‘ o | , Greener, the publlc affairs head at Phlllp Morrls, and two or three
-others.' They stated' what needed to be done to generate a -
: natlonw;Lde campalgn Several elements were 1dent1f1ed The f1rst,
a fund—ralslng effort ‘under . the dlrectlon of - someone llke Walterl ,
erston. Secondly, an effectlve communlcatlons system 1n51de the
' Government ‘The overall purpose would be to sell a 'new product‘ -
o Central Amerlca — by generatlng 1nterest across—the-spectrmn." » |
: .rIn an August 29, 1983 memorandum from Raymond to Ponxiexter Casey s_ -
contmulng 1nterest in the effort to mfluence publlc oplmon was shown
o .‘ by the follow1ng referente. - _ |
} "Blll Casey -called on August 26 and would like to follow—up on
' .hJ.S idea to have a meetlng with f1ve or 51x key publlc relatlons '
: spec1allsts. ThlS is, referred to in. my earller memorandum I\put

. him off until after Labor Day. - ,
,"_. . . When I phllosophlzed a b1t w1th Blll Casey (1n an effort .
~to get hJ.m out of the loop), he was negatlve about turnmg the ball

.vover to State, but very p051t1ve about someone llke Gil Robmson
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o workmg on the problem from w1th1n State.'_' ‘ | . |
o Casey was obv1ously concerned that the establlshment of S/LPD in the'
: State Depart:nent mght put 1t beyond NSC control. Casey s mvolvanent '
‘m the publlc dlplomacy effort apparently oontlnued throughout thev, '
: perlod under 1nvestlgatlon by the Conm.rttees. N |
o On March 20, 1985 Oliver North sent a memorandum to Natlonal
: .Securlty Adv1sor Robert McFarlane on the subject '".TJ.mmg and- the-f-»
N1caraguan Re51stance Vote." Attached to the ‘memo was a chronologlcal
| B event checkllst which outlined efforts "almed at securlng Congress:.onal
) approval for renewed support to the Nlcaraguan Res1stance Forces.",'
| | ' _Responsa.blllty for the various efforts was tasked to a number of’

% 1nd1v1duals in the NSC and Department of State as well as prlvate'
supporters 1nclud1ng former Congressman Dan i Kuykendall and ‘State
-_Department contract consultant Frank Gomez. P In the cover memo seekmg a.
dec151on from Don Regan that would trlgger some of the prlvate group

efforts, North wrote. A '
"'You should also be ~aware . that . Drrector Casey has sent a
.» personal note to Don Regan on the tlmlng matter. We are -attempt‘_mg-f
to obtaln a copy for your use." . ) | , |
As late as August of 1986 Walt Raymond prepared a memorandum forr-
Pomdexter s 51gnature to Blll Casey on the subject of Central Amerlcan
- Public- Dlplomacy. : The memo reported on a new. structure in the State .
CDepartment which moved LPD from the Secretary s Offloe to the Bureau of - '.
Inter-American’ Affalrs._ In the -cover . memo. to Pomdexter, Raymond o
. vlndlcated h:.s de51re to have Peter Dalley, who had been U.S. Ambassador -
| to Ireland and had managed the publlc dlplomacy mltlatlve on INF

deployment 1n Europe, "work closely ‘with Bob Kagan, the Interagency
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Central'Axnerican"Public Dibldnacy coordinator, ‘and to help coordinate .
private sector act1v1t1es such as fundmg that currently cannot be done
by elther CIA or State." ‘ ‘ | ‘ o ‘
On August 22, -l986 Casey responded to the Pomdexter memo
1nd1cat.mg that he (Casey) had just'
". e brought Pete Dailey on board as Counselor. to the‘
Dlrector of Central Intelllgence. As a CIA employee, naturally,
Pete is subJect to the legal prohlbltlons oan us relatlng to
act1v1t.1es 1ntend1ng to 1nfluence U S. publlc opmlon or pollcy.
Any adv1sory role that he plays o the publlc dlplcnacy front . must,
of course, be in accordance w1th these legal r&strlctlons.
"Slmllarly, now that Pete has Jon.ned us, - he obv:Lously can have no
role in any prlvate fund—ralslng effort on behal.f of the Nlcaraguan
'Resz.stance.'ﬂ' o
Curlously, the letter to Pomdexter was apparently not sent to
: Pouxdexter but to Walt Raymond because, on August 29, 1986 Raymnd
forwarded the letter to Pomdexter w1th a cover memo Wthh saJ.d-
‘ "Blll Casey has sent a er.ef note to you. Wthh puts some
' caveats around the act1v1t1es Peter Dalley can undertake. Peter has
talked to me, and I do not belleve that thls w1ll cause hlm any
.dlfflcultles 1n helplng us . along the hnes of our prev1ous exchanges
©ovia. the PROFS system.“ v_ v
On August 26 1986, Raymond sent a PROE‘ note to Po.mdexter fo ¢! the‘.
| subjectf of "Central Amerlca Publlc Dlplomacy. " The PROF -note said, in |
‘part' b | |
"As .a follow—up, Peter Dalley 1nv1ted me to breakfast I thought‘

the memo was- excellent but ‘he did - not feel that it totally filled
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v' the bill. | what he thought was mlssmg was the J.mmedlacy of t-.he
-problem from the Amerlcan domestlc perspectlve.' He belleves that we
'are operatmg w1th a relatlvely narrow. wmdow ‘in whlch to turn
around Amerlcan perceptlons re. Contras —_ and partlcularly NlC — or
T we w1ll be chewed up by Congress. We dlscussed the obv1ous, whlch,
_'1s part of our strategy,- 1nclud1hg such thlngs ‘as: the need to _
'conv.mce people of the key J.mportance of Contras to our- nauonal
_securlty, ‘the need to glue whlte hats on our team, etc. The thanes |
are those we' have pressed although he belleves we could change the |
fhdlalogue away from Contras to democrats, empha51ze the need for a»
i;free and open vote, etc.- Nothlng really new. here. The key
jdlfference 1s that. he thlnks we should run 1t more llke ab
vpolltlcal/pre51dent1al campalgn. - We need to strengthen our abllltY'
"1 to reach out. Names like Rolllns, Nof21ger and co. ‘were thrown'f
;faround as the klnds of resources one needs to tap.
| f.“Later, in talklng to Ollle and Bob Kagan, we'focussed:on what‘
is mlSSlng and that 1s a well—funded, 1ndependent out31de group -—i_
xremember the Commlttee for the Present Danger —_ that could moblllze_
:people.v Peter suggested 10 or 12 very promlnent blpartlsan
Amerlcans._ Added to this would need to be a key actlon offlcer and
‘a 501—c—3 tax—exempt structure. It is totally understandlng that
‘d'such a structure 1s needed and also totally understandlng why, for :
dlscreet polltlcal reasons, it was not 1ncluded in the memo to Bllli'
fCasey. I told Pete’ he was rlght but we need 'a norse' and money'"»v
‘As late as November 10 1986 Raymond sent another PROF note to‘

Ponnexter on the subject of "Cent Am Private Sector Imtlatlve," whlchj
~stated: . :
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- co—chair include Jack Gav1n, Blll Rogers, Dean Rusk and Mark Wh:Lte. '

L3

""I"here have been several meetings following wp on the effort to -

get a .major, bipartisan group for_med, to  help pranote _' an

'educational’ program in the U.S. which would help bprovide :

understanding (and support) for our Centam policy, particularly

v1s—a—v1s Nlcaragua.

- "although Pete Dalley, Blll Casey and Cllf W'nlte ‘have ‘all been
mvolved in general dlSCUSSlOl‘l of ‘what - needs to be done, we -are |

gomg to have to be sure that Pete and Blll are not involved. Pete-

is gettlng very nervous on thlS 1tem. Hence, Cllf is now takmg the
lead 4 'I‘he current focus is to get a b:LpartJ.san co—chalrmanshlpp
six man - (roughly) EXCOM, a staff dlrector and a large blpartlsan

adv1sory -council. Current names belng tossed around for the

Pete (and Olhe) favor gomg w1th Gav1n. Cllf is also talklng to',

several key democratlc activist types for - thelr recanmendatlons

: J1m wOolsey S name has come - up in that context Cllf has the list

_ terms of gettmg the 501—c—3 status and access to fresh faces in the'

-of several effectlve operators who have just finished the fall.

campalgn (plus some soon—to—be ex—-staffers ™ the Hlll) who mlght be

-a good EXDIR. ~ Dave Mlller has also been helpful partlcularly :Ln.

polltlcal consultant fleld Clif has -(or w1ll) be .seekmg _names

' from Mltch Damels too

"The problem W1th all of thls 1s that to make it work 1t really

._has to be one step removed from our offloe and ‘as a result we have

backlng of Blll Casey and support frcm Natlonal Securlty Adv1sors Blll '

to rely on others to get the job done. Will keep you posted "

From early -1983 untll November - of 1986,. the NSC staff, with the

.,
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| Clark, Bud McFarlane and John Pomdexter, and w1th contlnulng help frorn'
| Ollver North, created an mter-governmental structure the purposes and ' L ]
act1v1t1es of Wthh were masked frcm Congress and publlc v1ew.. 'I‘he NSC
»‘ and S/LPD operatlng under the cover of the State Department, hlred ‘
out51de consultants and ‘gave encouragement, support and dlrec.tlon to.
groups of pnvate c1tlzens out51de the government These groups ralsed{'
,'money for Contra weapons, klobbled the Congress, ran sophlstlcated medla .
: campalgns in targeted Congre551onal dlstrlcts, and worked w1th S/LPD to ._ :
‘influence American publlc opinion through mam.pulatlon of the Amerlcan |
‘press. | In the latter half of 1986 Rayxmnd was attempt_mg to set up a
prlvate group w1th nore prestlge and greater clout than the R:Lch
Miller/Spitz Channell network that had been - qulckly assembled and
utilized to work on the 1986 ‘Contra ald vote in the Congress. I | ‘ r
Whlle donatlors from other countrles ‘and proflts from the Iran arms '

,sales prov1ded most of the money for lethal assmtance to the Contrasv

after the Boland Amendment, a network of prlvate foundatrons and
organlzatlons, 1nclud1ng those assoc1ated w1th Carl R. “Spltz"_ Channell‘
_‘and Rlchard R. Mlller, also played, an essentlal role.. Channell'
| pr1nc1pal orgamzat.lon,' the tax—exempt Nat.lonal Endowment for the:
‘Preservat.lon of L1berty (NEPL) . used Whlte House brleflngs and prlvate_
meetmgs w.lm the PreSJ.dent to ralse more than $10 000 000 frcm prlvate
':contrlbutors, almost all for the Contra cause. Over half of this total'
| came from two elderly w1dows —_ Barbara Newmgton and Ellen Garwood
..who made the bulk of thelr contrmutlor’s after rece1v1ng prlvate and .
| emotlonal presentatlons by Ollver North on the Contras cause and
'mllltary needs. One dozen cont.rlbutors accounted for nlnety percent of .,

. NEPL S funds in 1985 and 1986
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S RiChard .-Miller's .principal organization, Internatlonal Bus:.ness
Canmunlcatlon (IBC) . was a partnership between Miller and Frank Gomez, ‘

;whlch began to work on behalf of the. Contras under a State Depart:nent

'contract that began in early 1984. _From early 1984 untll the Summer of

11985, IBC's principai ‘'source of income was. derived from a series of.

State Depar tment sole'—source,v no—bld contracts pushed through the'.

bureaucracy by the pr1nc1pa1 officials of S/LPD

: The first State Department contract for IBC began in February 1984,
- shortly after S/LPD had begun 1ts work . Mlller and Gomez were |

J.ntroduced to Ollver North in mld-1984 by State Department off1c1als_'.

from S/LPD ‘From that penod forward M111er and Gomez worked closely

' w1th North as well as the Offlce of Pule.c D:Lplcxnacy in carry.mg out a

. varlety of assignments related to the pranotlon of the Contra cause.

In the. Sprlng of 1985 White House Deputy Polltlcal Dlrector ‘John

Roberts sent Spitz Channell and hlS Deputy, Dan Conrad, to meet w1th

Mlller and Gomez, who, Roberts belleved could best advxse them how to:‘

utlllze thelr fund—ra151ng serv1ces on behalf of the Contra cause.,

oberts was so oonfldent 1n IBC s connectlons to the Adrnlnlstratlon that
he descrlbed 1t as the “Whlte House out51de the Whlte House." Mlller

and Gomez assrsted Channell in h1s fund—ralsmg efforts and adV1sed

Channell on . the. dlsbursement of the proceeds for various prOJects

including lobbylng, telev151on ads newspaper ads - and grassroots

act1v1t1es de51gned to 'mfluence Congressmnal votes on aid to the

Contras. '

‘Congressman Mike ‘Barnes, whose Congressronal dlstrlct adjoms'

Washlngton, ‘D. C and who was Chalrman of the House Forelgn Affalrs

Subcomm:.ttee on Western Hemlsphere Affalrs, was a spec1al rec1plent of
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~television ads financed by Channell. Heavy television "'aivertising was

directed 'against Barnes even though the sponsors. knew that there was-no

chance ﬂiey oould change his mind Vor his vote. They felt, however, -.that

smce these ads were scheduled to. run in the Washlngton media market,

'they would be seen by all Menbers of Congress and serve as -a warmng. '
The Washlngton telev151on campalgn was supplemented by ad campalgrs in

selectlvely targeted - Congre551onal ‘dlStrlCtS‘ : The entlre effort,'

although paid for by Spltz Channell and hls contrlbutors, was actually

'managed"by RlCh MJ.ller and others, 1nclud1ng Dan Kuykendall and Penn 'i |
i._Kemble.;, | _- ._ |
of the $10 000 000 that was ralsed nearly two m.llllon dollars was’ |
spent for publlc relat.lons, polltlcal advertlslng and loboylng. Much of '
the rest was retaJ.ned by MJ.ller and Channell for salarles, fees and‘
expenses 1ncurred by their organlzatlons. The NE‘.PL money that was spent
for dlrect and 1nd1rect ass1stance to the Contras was dlsbursed .
pnmanly by M.lller, at the dlrectlon of North Approx_mately $1 7 |
"mllllon ‘was "washed" by Channell through Mlller s domestlc and Cayman
. Island entltles - Internatlonal Business Ccmmunlcatlons (IBC) and 1. C
Inc. 7— to the Enterprlse, ‘where it was oonmlngled w1th funds from third .'

country contr1but.10ns and the Iranlan arms sale.- : Another one mllllon

-dollars was passed at the dlrectlon of North through Mlller s entltles

“to accounts controlled by Adolfo Calero. Approxmately $500 000 was .
dlstrlbuted at North's request to other persons and entltles engaged 1nA

.. act1v1t1es relatlng to the Contras, 1nclud1ng Rob Owen, Dan Kuykemall
'..Thomas Dowling, the Washmgton UNO Offlce and some unldentlfled

_' entltles. _ ,,A .

Friends' of - the Democratic Center in Cen'tral- America (PRODEMCA) , -
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: whlch concentrated on Central Amerlcan lssues, was another organlzatlon '

that hai close f1nanc1a1 and personal tles to Channell ard Mlller. Penn

~Kemble, the Pre51dent of PRODEMCA,- was mvolved in a broad array of

‘ act1v1t1es related to Spltz Channell's Central Amerlcan Freedom Program )
and the Reagan Admm1$tratlon s efforts on behalf of the Contras. ,
VKemble 1n1t1ally recommended to MJ.ller and” Gomez that Bruce Cameron be

'hlred as a lobbylst for PRCDFMCA The relatlonshlp, however, was.

. eventually accompllshed by Kemble and Cameron taklng .over Rob Owens'
'organlzatlon, the Instltute for Democracy and Educatlon in Amerlca

(IDEA) v changlng 1ts name -to Center for Democracy in the Amerlcas (ChA) ’

l _
and readjustmg 'd‘ne board of dlrectors to mclude Kemble as Chalrman and'_

~Cameron as Pre51dent - | | L | L

Kemble was also one of: the pr1nc1pals mlthe Instltute for Rellglon

and Democracy, which worked w1tn Otto Relch's S/LPD offlce J_n the State'

Department and recelved some mlnlmal funds from 1BC. At t'he PRODEMCA

offlces ’ Kemble hosted leglslat.we strategy se551ons, 1n at least one of

whlch State Department off1c1al Robert Kagan was a part1c1pant prior to .

the 1986 Oongre551ona1 votes on Contra a1d

In the summer of 1985 Ollver North w1th the ass:.stance of Rlchard
Mlller and Frank Gomez, enllsted the services of Roy Godson and the
Herltage | Foundatlon m hlS : suocessful effort to transfer money
J.ndlrectly to Mlller s Cayman Island bank account : North 1n1t1ally

asked Roy Godson, a consultant to the NSC, a member of the PreSIdent s

Forelgn Intelllgence Advrsory Board and the Dlrector of the Wash_mgton e

Office of -the Nat_ronal Strategy Informatron Center (an organlzatlon

founded by william Casey and w1th extensive tles to the 1ntelllgence

communlty), to ‘raise money to be spent in Nlcaragua Godson later met :

o
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‘w1th‘ Mlller, who suggested two alternatlve routes for contnbutlons. .‘
donat_lons to the Instltute for North—South Issues (INSI), a tax-exempt)
orgamzatlon controlled by Mlller S partner, Frank Gomez; " or _money_.»
: transfers dlrectly to Mlller S Cayman Islands bank account o |
: Godson turned for ass15tance to Clyde Slease of Plttsburgh counsel
.to Rlchard Mellon Scalfe and several Mellm famly foundatlons._ At the :
.request of Slease, Godson arranged for a meetmg with North and Robert '
McFarlane ‘in: the Sltuatlon Rocxn of the Whlte House. | Slease"agreed tof
try to raise . $400 000 for North's pro;ect ‘ Slease then persuaded an
' acqualntance 1n Plttsburgh “John Donahue, to donate $100 000 and theyi
: settled on de81gnat1ng the Herltage Foundat.lon as the rec1p1ent of the_
 donation. - o » | ’. ' | ;
A Septenber 12 1985 letter from R:Lchard Miller to Edwin- Fuelner,
Dlrector of the Heritage. Foundatlon, 1nd1cates that Donahue s $100 000
grant to the Herltage Foundation was -then awarded to INSI 1n the form of
‘a grant for, accordmg to Miller's letter, "the purpose of dlssemmatlng
m Central Amerlca materlals deSJ.gned to educate the publlc on u.s. -
'-pollcy objectlves." No such materlals, however, were ever produced by. ‘.
'INSI- Instead Mlller mstructed INSI,_ after Herltage awarded 1t the
‘ '$lOO 000, to t.ransfer $80, 000 ‘of the grant to hlS Cayman Islands accountv,
' fran whlch funds were w1thdrawn as dlrected by North INSI retained a. -
twenty percent adm.mlstratlve fee for 1ts dlstrlbutlon of the grant, e
‘:.Wthh accord.mg to Mlller, was the standard fee North had recomended_.v '
h1m to take. Donahue was never 1nformed that INSI would ‘be the
rec1p1ent of hlS grant ror' that the money would eventually fmd 1ts way
mto Mlller s Cayman Island account or North's Lake Resources account

The grant to INSI via Herltage is . cne example of the elaborate'
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- efforts Channell and Mlller made to conceal the nature of thelr

fund—ra151ng act1v1t1es and North's role. Certaln funds recelved by

NEPL for Contra a551stance were allocated on Channell's books to a

| prOJett denom.mated "'I‘oys " a euphemism for weapons. B NEPL and -IBC

employees were 1nstructed to refer to North by a code name, "Green."

Funds were" transferred to the Contras ¢, not dlrectly——whlch would be

traceable——but through Mlller s anonymous offshore entJ.ty, I C., Inc. )
‘North msrepresented to several Whlte House off1c1als the nature'of

the network' s fund-ralsmg act1v1t1es. For 1nstance, the Pre51dent

: apparently was led to belleve that the funds were being ralsed for

polltlcal advertlslng, the Pre51dent S Chief of Staff Donald Regan, was
dellberately kept m the dark by North . and Pomdexter, and North
msrepresented to Congress and Whlte House personnel the nature of hls
1nvolvement in the act1v1t1es of NEPL and IBC . As a result, the
Mlller/Channell network was able to operate successfully untll the
latter part of 1986 when increased. government a1d to the Contras and'

' public dlsclosure of both the Iranlan arms sales and the Contra resupply

" network made further assistance efforts unnecessary and unwise.

By usmg a tax—exempt orgamzatlon to funnel money to the'
Contras——for arms and other purposes~Channell and Mlller provided tax .

deductions to donors. As a result, the Unlted States Government

- effectlvely sub51dlzed a portlon of the contrlbutrons 1ntended for

lethal ald to the Contras. : In ‘the Spring of 1987 Channell and M.Lllerv

pled gullty to crlmmal tax charges of consplrlng to defraud “the Uru.ted

. States Treasury of revenues to ‘which it was- ent.ltled by subvertlng and

N corrupt.mg the lawful purpose : of NEPL by using NE:PL...to SOllClt

contrlbutlons to purchase mllltary and other non—humanltarlan ald for
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the Contras." At his plea hearmg, Channell 1dent1f1ed Mlller and North-

- as hlS coccnsplrators.

CONCLUSIONS

- This report, as well as the documents and testitnbny upon which it is

‘ based 1nd1cates that senior CIA off1c1als w1th backgrounds in covert

operatlons, as well mJ.lJ.tary mtelhgence and psychologlcal

operatlons spec1allsts from the Department of Defense, were deeply’
'mvolved J.n establlshlng and part1c1pat1ng 1n a domestlc polltlcal and

: propaganda operatlm run through an obscure bureau in the Depart:nent of

State wh1ch reported dlrectly to the Natlonal Securlty Counc1l rather

than through the normal State Department channels..

The NSC worklng group on Central Amerlcan Publlc DJ.plcmacy was run'

by a former senior CIA propaganda spec1alJ.st " and - included.

representatlves of the CIA, the Department of Defense and the USIA as

well as varlous NSC staff ’ 1nclud1ng Ollver North. Former- CIA Dlrector
‘William Casey approved of the operatron and was kept mformed of 1ts'
ac_t1v1_t1es throughout its ex1stence " Donald -’Gregg, ‘a former .

o hlgh-ranklng CIA official who is presently the National Securlty Adv1sor

to- Vlce Pre51dent Bush, 1n1t1ated the reccmmendatlon whlch led to the

a531gmnent of the senior CIA covert operatlve to the NSC. That'
- off1c1al Walter Raymond Jr., was respomlble for the establlshment of
» the 'S/LPD mechanlsm at the State Department, ‘even over the objectlons
: and re51stanoe of Secretary of State George Shultz. Rayrrond also ran
* the - Central Amerlcan wOrkmg Group on Publlc Dlplomacy at the. NSC to‘

which S/LPD reported He was 1nstrumental 1n fac1lltat1ng the.

assignment_of intellige‘nce_g)ersOnnelv fram the Department of Defense to
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S/LPD' and the expansion of State Department resources available-to S/LPD

despit_e objections to, and initial denials Aof,'such reques'ts, by senior

‘_officials at the Departments of Defense and State. Through irregular :
sole-source, no—bid oontracts, S/I‘..PD established and sustained a private_

network of 1n1dv1duals and orgamzatlons whose act1v1t1es were

coordinated w1th and sometimes directed by, Col. Oliver North as well

vas off1c1als of the NSC and S/LPD 'I‘hese private indiv1duals and

_ organizations raised and spent funds for the purpose of 1nfluenc1ng
o Congre551onal votes and U. S. domestic news media. ~ This network raised

and _funneled money - to of f-shore bank accounts in. the Cayman Islands or '.

to the  secret Lake Resources bank account in Switzerland for

disbursement at the direction of Oliver North.

. -~ Almost all of these activities we_re! hidden from public view and many

of the‘.key individuals involved were never questioned or interviewed by -

the Iran/Contra Committees. ' Relevant documents discovered m S/LPD [

files by the GAO were never provmed to the Iran/Contra Comxnittees nor

‘ the Forelgn Affairs Comnittee despite repeated requests The State
, Department OffJ.ce of Personnel has, ‘for over a year, refused to act on a |

reoommendation by the State Department Inspector General that the former .

head of S/LPD be subjected to disc1plinary action. A recommendaticn to‘
_i'the Inspector General of USsIA that oertaln matters related to these
act1v1t1es be 1nvestigated has apparently been 1gnored or 1nexplicablyv'
delayed Key off1c1als of the NSC and S/LPD who were respons1ble for :

many: of these 1mporper act1v1t1es, have been promoted or transferred to o

P .
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. senior pos1tions in the U. S. Government

“A subsequent investigatlon may be necessary to determine the extent

to which the Department, of State was used, and _pe‘rhaps comprcxni'sed, pby
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the CIA and the NSC to establlsh sustain and manage a domest::c covert
operatlon designed to lobby the Oongress, manlpulate the medla and

J.nfluence domestlc public opinion. - -

-
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' Attached is a’ copy of a prellmmary report’ prepared by the
- Committee staff, which has been reviewing the State Department ‘
'consultmg contracts with International Business Ccmnumcatlons (IBC)
and one of its pr1nc1pals Frank Gomez.

- 'Because of the dlfflculty the Ccmmttee staff has encountered in
its efforts to obtain relevant information from the State Department,
- and because IBC has apparently been involved in the funneling of money
..to secret Swiss bank -accounts, I am forwarding this report, along with
all of the relevant documents, to the House Select. Cammttee to
Investlgate Covert Arms 'I‘ransactlons with Iran.

B Although the Comnuttee w1ll continue to seek information an IBC _
- and related companies in its oversight capacity, - it is becaming = - ’ =
_ mcreasmgly apparent that the Select Commlttee may have to use its ‘

o subpoena powers to obtam the full story. '

Sincere}y yours, - e

. Fascell,

Dan
' Chgirman !
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 Committee on Foreign Affairs

MEMORANDUM

TO: Dante B.'FaSCell,-Chairman . DATE: March 18, 1987
FM: Committee Staff

RE: State Department's Award of Contracts to Frank Gomez and
International Business Communications. = :

Attached is a preliminary report of the Committee staff's
investigation of the circumstances surrounding the award of six
contracts by the State Department's Office of Latin America Public
Diplomacy. to International Business Communications (IBC) and its :

_principal, Frank Gomez.

As noted in the attached report, the staff encountered a number of
‘problems in its attempt to obtain all of the relevant documents in a
timely fashion. Information and documents initially given to the

. Committee were incomplete and failed to provide a continuous flow of
events. Additional information and documents were provided to the
Committee staff at the State Department under restrictive conditions. -

After its review of all contracts and files, the staff is of the
~opinion that the information provided by the Department raises many
. more questions than it answers. Given this fact, the staff wishes to
emphasize that the attached document is a preliminary, not a final,
‘report. : o . : SR o

While the State Department contracts and the files contain
additional information on, for example, the circumstances surrounding
the classification of the $276,000 contract, IBC's direct mail
efforts, and some of the reasons why the Department formally entered
into a contractual relation with IBC eleven months after the contract

- period commenced, these documents are still completely lacking in
terms of answering a number of key questions. For example:

= Why was a non-competitive $276,000 State Department contract i
with IBC classified as secret during the same time period that IBC was = - -
engaged in transferring monies to Lake Resources, an account

~ controlled by Oliver North for the purpose of aiding the Contras? . -~ '
.  :' — Were any of the Stéte Department contract monies in‘fact used
by IBC to illegally lobby Members of Corgress? -

-~ Were State'Department-nohies'illegally diverted to aid the
Contras? . Lo o L ' : - o

| -~ Declassifiéd and Abproved For Release 2012/11/02 : CIA-RDP90MO00005R001100100001-3
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.The Commlttee staff is of the opinion that these pre551ng _
questions can only be properly reviewed by the Select Committee to
Investigate Covert Arms Transactions with Iran. With your
concurrence, the staff recommends that all documents in the
Committee's possession by forwarded to Chalrman Hamllton and the
Select Commlttee staff.

_ _ 'I‘hls report was complled by Bert Hammnd V1c Zangla, and Spencer
Oliver.
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|

TO: Members, House of Representatlves Commlttee '

" on Forelgn Affairs y
- FM: Foreign Affairs'_Catmjrttee Staff

RE Prehmmary Rev;Lew of Department of State Contracts w1th
Internatlonal Busmess Communlcatlons ’ Inc. r

, - ;
News articles on February 7, 1987, saylng that: the State Department awarded

1
‘ a secret contract for $276, 186 last year to a public relat.lons flrm that

reportedly worked w1th Lt. Col. Ollver L. North, sparked J.mmedlate Commttee
' ,J.nqulnes to the Depart:nent of State. In a letter dated E‘ebruary 9, 1987,
'Chalrman Fascell and Chalrman Haxru.lton requested the Secretary of State to -

"prov1de J.nformatlon on thls contract and any 51m.11ar ones.

An on-the—record meetmg was held on February 10 1987 between Canmttee f. '
staff and State Depar’anent offlc:Lals. The meeting produced llttle, if any,
‘ substantlve and deflnlt.we 1nformatlon, e.d.. on the reason for the oontract

: the ratlonale for glvmg 1t a secret class.lflcatlon, 1ts proprlety in terms of

Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001100100001-3
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spendmg taxpayer money for pub11c1ty and propaganda purposes, its award and

s:.gmng on September 2, 1986 — some eleven months after its effect.we date of -
' October l, 1985, ‘its relat:.onshlp, if- any, to payments for pro-Contra ™ ads, |

and the poss:.ble use of government contract payments to lobby Members of

Congress. :

B i

' .- Informatloniand documents 1n1t1ally gJ.ven to the Coum.lttee were 1nccmpllete ,
and failed to prov1de a contlnuous flow of events. Addltlonal information and
documents from. contract flles and the offlce of Publ:Lc Dlplanacy flles wer;
_ made avallable to Cormuttee staff at the State Depart:nent under closely |

superv:Lsed and restrlct.we condltlons. This 1nformatlon llkew1se was -

'1ncomplete._ For example, the State Department 1n1t1ally 1dent1fled two

contracts w1th IBC It now appears that there were at least 51x contracts with

IBC or 1ts pr1nc1pals (see followmg llstmg and appendlx).

Despite strenuous efforts by the Ccnmuttee and 1ts ‘staff to obtaln
documents and 1nformat10n related to the contracts w1th IBC, 1ts pr1nc1pals,
.and other similar contractors the Department of State has contlnued to raise
f-barrlers to Committee access to State Department flles. Commlttee staff
requested contract 1nformat10n and answers to a number of spec1f1c questlons at
the on-the—record meetlng w1th State Department OfflClalS on February 10, 1987.
'.Thls 1nformatlon has not been prov1ded At a hearlng shortly thereafter, .
_-,Chalrman Fascell asked the Secretary of State about the delays and
: unresponszveness of hlS Department.‘ The Secretary said 1t was not thelr Co
51ntent10n to deny 1nformatlon to proper over51ght 1nvest1gatlons. However, the -
State Department contlnued to stall — even after subsequent phone calls and

' attempts to expedlte the responses. Chalrman Fascell .agam wrote to the State

| " Declassified and Approved For Release 2012/11/02 : CIA-RDP9OMO0005R001100100001-3 -
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Department and other agenc1es m March 5, 1987, requestmg J.mportant

'1nformatlon on- agency contractmg — agaln w:Lthout response. .

The Carmttee is partlcularly concerned about the role played by the State '
Department's Legal Adv1sor and hls staff throughout 1ts 1nvest1gatlon. f‘ Itﬁ
appears that all requests by the Cormuttee for information’ from the State

S Depart-ment must go through the Legal Advrsor s staff The Legal Adv1sor s .
staff has contlnued to. raise questlons about every reduest, to exam1ne all
documents before turnlng them over to the. Ccmm.rttee, and to morutor and control -

ithe Comm.ttee S access to documents and other J.nformatlon. It is as though the '
Legal Adv:.sor is actmg as a defense 1awyer in a cr:.nunal lnvestlgatlon. As a
-”result, the Cammittee has obtained only a small portlon of the documents
requested and has been requlred to jump through all kinds of _unnecessary hoops
ljust to acquire J.nformatlon that should routinely be prov1ded 1n its over51ght _V
‘ _capacxty This glves rlse to a questlon of what the Legal Advisor's offlce is

‘ v'domg in this 1nvestlgat.10n’> Why are they mvolved° Who are they reportlng

to?. Who is 1nstruct1ng them to apparently frustrate the Comrruttee s efforts to

5"

_ oversee the activities of the Department of State” ‘

Although access has been extremely lmu.ted the followxng canments and -

observatlons ‘are based on a prelmunary examlnatlon of documents and other

1nformatlon made avallable to the commlttee.

Committee staff has 1dent1f1ed the followmg six. contracts between ‘

. Frank Gomez/IBC and the Department of State. = All contracts were sole o

- Declassified and Approved'For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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source.
PERFORMANCE PERIOD ' AMOUNT " P.0. .  RECIPIENT -
BRI
2/14/84 - 5/31/84 $ 9,50 . 1001-402214 Frank Gomez
f 5/1/84 - 7/31/88 © 9,500 . 1001-402296 Frank Gomez
; 0 1/31/84 - 9/1/84 9,800 -~ 1001-402296-A Frank Gomez
‘ (eXtenSioh‘ of above cont__ract) ' ' A
10/1/84-- 12/31/84 - 24,400  1001-502074  1BC.
- 3/1/85 = 9/30/85 90,000 © 1001-502160 IEC
10/1/85 - 9/30/86 276,186 . © 1001-602066 - IBC .

!
) In addltlon to these contracts Franc1s Gomez, m a letter dated 2/29/84 to
: Matthew Frledman (DOS/OffJ.ce of Publlc DJ.plomacy) ’ requested payment on an |
'addltlonal contract (P. O. #1101—402220 $9 500 total amount) . - In a letter :
, dated 9/30/83, Franc1s Gomez, who was employed as. the Dlrector of the Forelgn
| 'Press Center at USIa, 1nd1cated that he would leave the enploy of USIA on
2/14/84. Staff made a request for a copy of thlS contract but has not yet .
recelved it. Quest.lons 1nclude whether the perJ.od of performance for thls 1

contract overlapped w1th other contract work. for LPD performed by Frank Gomez,

-and whether Mr. Gomez had term_mated hlS employment w1th USIA before

4
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5

‘undertaking work for the Department of State.

Apparently, State s Offlce of Publlc Dlplomacy for Latm Amerlca and the
Canbbean (LPD) contracted for publlc dlplomacy and public relatlons with 1BC
' ..as well as others. Mark Rlchards Assocrates, Inc., seems to have had at least‘
3 contracts w1th LPD valued at approx;Lmately $126 000 , Also, a nimber of h
_1nd1v1duals were contracted to wrlte one or more papers reportedly used 1n‘
connect.lon w1th LPD publlshed materlals. Of partlcular interest’ 1n thls regard

is a contract to Mr. Arturo Cruz, Jr. in FY 1985 for 86, 300. Mr. Cruz, Jr.‘ is

. the son of Arturo Cruz, a dlrector of the Unlted Nlcaraguan Oppos1t10n (UNO) ’

v} who recently resrgned \
: : K
One of the questlons that arlses here is the extent to Wthh these B i
".contracts with LPD were for the same or similar: type work performed by IBC‘
durlng the same time perlods, and if so, why the contracts were not open to
competltlve blddmg. The Comm1ttee requested these contracts and other :

: possrble contracts on March 5 1987, and has not yet recelved them.

. PAYMENTS TO IBC

IBC made frequent requests to State for payments ' sometlmes prepayments,

for serv1ces rendered under several contracts in 1984 and 1985. For example,
'on 4/11/85, IBC, c1t1ng cash flow problems, urgently requested an early payment

on the flrst 1nstallment of an eXJ.stlng $90, 000 contract that. covered serv1ces

through September, 1985. IBC contmued to perform services for LPD, apparently

' - Deolassified and Approved For Release 2012/11/02 : CIAQRDP90M00005ROOJ100100001-3
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B | wlthout 1nterrupt10ns and w1thout a 51gned contract, from October, 1985, to
’September, 1986. ‘There is no ev1dence in the documents made . avallable to the.
'_annuttee that IBC requested any payment for these serv1ces durlng this |

ll—month perlod untll September 16, l986 when an 1nv01ce was submltted for

a ) -_];: :d '$216, 38l 16 for ‘services rendered from October 1, 1985 through August 31, 1986.
u ' | A flnal 1nv01ce coverlng the: month of September 1986, for $25, 670 was
submltted on October 3l, 1986 (Totalycost $242,051.l6).

; ' Although documents examined — 1nclud1ng proposals, pro;ected costs,
requests for a flxed—prlced contract, and reports of services rendered — date
back to September, 1985, the actual contract was not 51gned and executed until

-_bSeptember 2, 1986, in the amount of $276 186. ThlS series of events glves rise
to a number of’ questlons. for example,. how and why IBC funded 1ts operatlng
: _ jv‘ costs over such a prolonged perlod of tlme w1thout wrltten assurance ‘that it
v»would get a contract and be relmbursed for services rendered' why 1t ‘took so.
fflong to execute a contract osten51bly for services srmllar to ones that IBC had
tperformed for State/LPD under prlor contracts, why the oontract eventually |
executed was classified secret, why ‘the contract was not competed and whether
or not serv1ces performed by IBC 1n the area of publlc dlplomacy and -
development and dlstrlbutlon of 1nformatlon on Central Amerlca were approprlate
and . con51stent with ex1st1ng leglslatlon.:_ R
) . oo o | |
Perhaps, the artlcle in the Washlngton Post on March 7, l987, may explaln ‘
to some extent why IBC was apparently not pressed for money durlng the contract‘
Aperformance period. Based on 1nformat10n contalned in an 1nternal IBC

memorandum, the artlcle 1dent1f1es IBC as a condu1t for some $4 93 mllllon

_ recelved frcnnthe Natlonal Endowment for the Preservatlon of leerty (NEPL)
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' 'during Mayrl985, throughaDeCember,1986. NEPL is an organlzatlon apparently |
controlled,by Carli(Spitz) Channell Reportedly, $1 74 mllllon of this money
,‘was transferred by 1BC to Lake Resources, Inc., ‘an organrzatron allegedly
~ controlled by Lt. Col. Oliver North. The artlcle notes that xsc collected
'_v_ profe551onal fees“ of $1.28. mllllon and spent another $493 000 -on "program

expenses.

The overhead charges mcluded in the $276 000 IBC contract amount to- '
. $128, 727, or 50% of the total contract, excludmg the flxed fee of $16 442, ! On
the surface, these charges appear to be excessrve and mconsrstent. For
- example, the fac111ty cost base used by IBC and accepted by the State
Department mcluded ‘§110, 000 for. rent, $25 142 for real estate taxes and
. 'deprec1at10n, and §17, 895 for utllltleS and malntenance. QuestJ.ons arlse ‘

because the facrllty cost base 1ncludes large rental fees along w1th costs

: (taxes, deprecrat.ron,,and malntenance) generally assoc1ated w1th ownershlp of o

~ real property The pr1nc1pal place of bus.mess, 1912 Sunderland Place, N W 1s o ‘

a small 3 level offlce bulldmg wrth approx_unately 900 square feet of offlce
_space on each level. | 'I‘he bulldlng in th.ch IBC 1s located’ also houses a number
of other professmnal tenants. 'I‘he contract called for places of performance
.vat the State Department, ‘1912 Sunderland Place, N. W., and 1523 New Hampshlre

-»Ave., N. W., both in Washmgton, D .C.
MAILING LIST

 IBC was asked by LPD in vOctober 1985, to assume responSibilities for
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dlstrlbut.mg public diplo_macy materials and developing an i:nproved' | _
| computerfied mailingilist. Startlng w1th a llstlng contalnlng about 500 names_
- mostly press, U.S. government, and support groups — IBC developed a
v‘computerlzed data base of some 3300 names. Thls current llstlng lncludes | N
- Members of Congress, key House and Senate staff members, U. S. government : B
off1c1als, the medla, rellglous organlzatlons, state and local government . |
off1c1als, polltlcal organlzatlons, academrcrans, educatlonal assoc1at10ns, , |

bu51ness, labor and research orgam.zatlons, publlc 1nterest groups ’ and prlvate

, md1v1duals. The ccmplete malllng llSt has not yet been made avallable to the

Cormuttee.

Same prelmu.nary observatlons about the maJ.lJ.ng llst. (l) 1t appears to |
.'consn.st largely of groups, organlzatlons and 1nd1v1duals in posxtlons to ]
dlrectly or J.ndlrectly 1nfluence , debate and/or publlcly support official U S.
polJ.cy and act.wlty in Latin Amerlca and the Carlbbean, (2) the number of :
-Tprlvate 1nd1v1duals on the llSt is- probably small (3) the existing database is

| structured and coded SO as to allow sortlng, selectlon and grouplng of names in. |
'any number of dlfferent categorles, th.ch in turn, would allow spec1f1c ' ‘
targetlng of publlc dlplcmacy efforts, (4) the database system is relatlonal,

. IC:L e., it can manlpulate data for. statlstlcal and demographlc purposes, thus 1t |
" seems to have the capablllty of compar:mg and analyzmg 1nformat10n to

’ determlne when and where dlplanacy efforts are successful or need 'to be , o R

enhanced

L
<
S

' We found no ev1dence that Members of Congress and thelr staffs knew or ‘were.
-aware that the State Departznent was paylng one or more out51de contractors bo

- conduct "publlc dlplanacy almed at 1nfluenc.1ng the Congress. .
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The limited information made available to us indicates problems and
supports questions in a number of areas: (1) whether groups or individuals
were deliberately targeted by State/IBC in developing the mailing list and
developing and distributing information, (2) the extent to which the material
mailed out was objective and factual or designed to influence legislation, (3)
whether State/IBC complied with mail statute 39 USC 3204 that prohibits U.S.
government officials from mailing materials without prior requests, except to
educational institutions, public libraries or Federal, State and other public
authorities, (4) if State/IBC public diplomacy efforts were inconsistent or
contrary to legislative and other prohibitions regarding lobbying and (5)
whether State is complying with the requirement to inquire periodically if an

individual or organization wants to remain on the mailing list.
CLASSIFICATION OF CONTRACT

Press reports allege that the State Department classified the $276,000
contract in order to protect Sandinista defectors that IBC was reponsible for
under the terms of the contract. In a discussion between committee staff and
DOS officials (2/10/87), State representatives indicated that the contract had

been classified not for security reasons but to guard business confidentiality.

In an internal State Department memorandum dated 2/24/86, John Blacken
(S/LPD) said that "the services provided by the contract are such that
publication of the general nature of the performance would be detrimental to

ongoing programs under S/LPD. Firstly, release of the general nature of the
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10 )
contract could allow elements unfriendly to the U.S. to deduce sensitive
interagency operations of S/LPD, the secrecy of which is fundamental to their
success. Revelation of certain operations or allowing speculation could result

in serious damage to our relations with several allies and other sovereign

states,"

In another memorandum dated 2/29/86, Thomas F. Calhoun (S/LPD) informed
Barbara Garland, Acting Chief of the Contracts Division, that the entire
contract with IBC would be classified secret. Calhoun indicated that the
citations justifying the classification of the $276,000 IBC contract are
Federal Acquisition Regulations (FAR) 6.302-6 for national security

consideration and FAR 5.202 for unusual and compelling reasons.

FAR 5.202 states that the contracting officer need not submit the notice
required by. FAR 5.201 (which requires agencies to furnish for publication in
the Commerce Business Daily (CBD) notice of proposed contracts to exceed
$10,000) when the contracting officer determines that publication of the
synopsis of the contract in CBD would campromise the national security (e.q.,
would result in disclosure of classified information). Sec. 5.202(l) also
states that "The fact that a proposed solicitation or contract action contains
classified information, or that access to classified matters may be necessary
to submit a proposal or perform the contract does not, in itself, justify use

of this exception to synopsis."

Section 6.302-6 of the FAR states that full and open campetition for the
award of the contract "need not be provided for when the disclosure of the

agency's needs would campromise the national security." Section 6.302-6 also
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11
states that national security justifications for classifying a contract shall
not be used merely because the acquisition is classified, or merely because
access to classified matters will be necessary to submit a proposal or perform

a contract.

The October 1, 1985, through September 30, 1986, DOS contract with IBC
provided for the handling of Nicaraguan political defectors during their stay
in the U.S. and for translation services associated with debriefing the
defectors. 1In addition, IBC would provide DOS with direct mail services.

With respect to the secret classification of the IBC contract, a number of

questions remain:

— How would the disclosure of a contract to host Nicaraguan exiles in the U.S.

have compramised national security?

— How would the IBC contract in question have compramised the Office of

Public Diplomacy had it been disclosed publicly?

— How would public disclosure of the contract have campromised U.S.

relations with its allies and other sovereign states?

— How would the business practices of IBC have been compromised if the

contents of the contract had been disclosed to the public?

— Were national security considerations the real reason for classifying

the contract?
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IBC SECURITY CLEARANCE

Department of State records indicate that due to the classification of the
IBC contract for $276,000, a formal written award of the contract could not be

made until IBC obtained a secret facility clearance.

On March 18, 1986, Defense Investigative Service (DIS) responded to the
State Department to indicate that IBC was a partnership (namely, Miller
Canmunications, Inc. and Gomez International, Inc.) and that both individuals
(Gamez and Miller) wished to have their facility clearance processed as an
individual facility partnership. Both Miller and Gomez were advised by DIS
that additional documentation would have to be processed for such a clearance.

Neither entity responded to the DIS request for additional information.

On April 17, the State Department forwarded a second request for clearance
to DIS. On May 6, DIS responded to State to indicate that the office "had made

repeatéd attempts to contact Mr. Frank Gamez, all to no avail."

On May 14, a third request for a secret facility clearance was forwarded to
DIS. On June 3, DIS responded to State that after "repeated and explicit
requests that the partnership furnish the information requested to place IBC in
process for a clearance," Gomez and Miller had not answered DIS inquiries. DIS

again discontinued processing IBC for a facility' clearance.

In a June 12 memo, Barbara Garland (Contracts Branch) noted IBC's repeated

failure to respond to DIS inquiries. She recommended that "the requirements
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offlce should be put an notrce that IBC is to perform no. further servrces nor

lncur further costs until the srtuatlon is- resolved "

In a June 17 memo to Robert Kagan (D1rector, Offlce of Publlc Dlplcmacy)
Robert Dickson of the Procurement Drvrslon warned that unless Kagan s offlce B
took mmedlate actlon to ensure that IBC complled w1th DIS requests, the Offlce
of Publlc Dlplcnecy'“would be faced w1th a srtuatlon where servrces are being
performed not only absent a contract but where there is no adequate assurance.
-that the contractor is- followrng securlty procedures for an effort that is
clearly sensrtlve in nature. Should thls effort farl, there is no means to |
assure that the serv1ces are belng performed in accordance wlth S/LPD s

requlrements and no contractual lnstrument w1ll exist by whlch the contractor

may be pald for its servrces.“ p
On July 30, DIS granted‘IBC.an.Interim Secret facility clearance;

On November 17, after the explrat.lon of the contract, DIS granted IBC a
secret fac:111ty clearance but w1thout the capablllty to- safeguard class:LfJ.ed
material. The IBC fac:.llty that was granted a clearance is. located at 1912
Sunderland Place, N W., Washrngton, D. C. 20036 It should be noted that the A

contract also permlts the contractor to perform services at 1523 New Hampshlre

Ave., N. W., Washmgton, D C 20036. This facrl_l.ty, however, was not granted a

securlty clearance.

- This.series of events raises many questions such as:

L — Why weren‘t .I'BC's principals, Richard Miller and Frank Gomez, m'ore-
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L

' responsive to Defense'Investigative Service's inquires?

.v,_ before 1t recelved 1ts 1nter1m securlty clearance on 7/30/86? ‘At which -

'1ts 1nter1m securlty clearance in v1olatlon of securlty clearance prov151ons7’

: executlng its contractual obllgatlons in accordance w1th State Depart:ment

o requ:.rements when IBC had falled on numerous occasions to obtaln the proper

, securlty clearances"

14

— What cla551f1ed services did IBC provrde State in the ten month perlod

locatlon were these cla531f1ed serv1ces performed?

- Were the classrfled serv1ces that IBC provlded to State before rece1v1ng

"— Is it normal pract.lce to approve a cla551f1ed contract and contJ.nue to

_ request that cla551f1ed serv1ces be prov1ded by the contractor before proper

clearances have been granted to the contractor’) ’

— How could the Offlce of Publlc Dlplomacy be assured that IBC was

- Was lt w1thm government and State Depart:nent procedures and guldelmes

to formally enter into a classnfled contract with IBC, albelt a year ‘after the-

beglnm.ng of the contract perlod before a fmal secret clearance had been

"'.'granted by DIS? (flnal secret clearance granted by DIS Nov. 17, '1986. )

- How w:.despread a habit does the State Department make of requestlng

services from an outside firm before lt enters mto a formal contractual

relatlonshlp w1th the firm?

DeCIaSSifiéd and Approved For Release 2012/11/02 : CIA-RDP90MOOQO5ROO1 100100001-3 ‘j
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: 15 - . . :
— Why dldn't Mr. Kagan and the staff of the Offlce of Public Dlplomacy
resbond to warnlngs in a June 17 nenc from the Procurement DlVlSlon which noted
- that wlthout a contract, (l) the contractor was worklng at hls own risk; (2) a
'51tuatlon ex1sted whereby serv1ces ‘were- belng performed not only absent a
contract but that there was not adequate assurance that the contractor wasb

follow1ng securlty procedures, and (3) no contractual 1nstrument exlsted at the

| trme by whlch the contractor could be pald for 1ts servrces7

'—— What was’ the ‘purpose of cla551fy1ng the contract when in fact the
'contractor prov1ded serv1ces to the State Department w1thout havrng obtalned a
Lfacrllty securlty~clearance_for the flrst ten’ months of the 12-month contract

period?

Staff notes that the legltlmacy of  the $276 000 IBC contract was ralsed by _
Barbara Garland, Contracts D1v151on. ‘In a January 8 1986, memorandum to ‘

Barbara Garland, Dennls Gallagher of the Offlce of A551stant Legal Adv1sor,

addressed her concerns.

Specrflcally, Gallagher referred in hlS memorandum to OMB Clrcular No.
'A~76, which states that the u.s. Government may rely on ccmmercrally avallable
: .serv1ces to prov1de commerc1a1 products and serv1ces for government use.
| Certaln functlons, however, ‘which are 1nt1mately related to the publlc
‘1nterest, and whlch requlre pollcy maklng and dec151on maklng act1v1ty (for‘
‘ example, crlmlnal lnvestlgatlons, natlonal defense, regulatlon of 1ndustry and"

commerce) may only be provrded by the government., The IBC contract in

Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001100100001-3
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6

. question, aCcording to Gallagher, consists pfimarily of liaison and information:

dlssemlnatlon 1n connectlon with Department publlC relatlons, press relatlons,

~ and congressronal relatlons efforts. OMB C1rcular A—76 llStS advertlslng and

' v;lpubllc relatlons serv1ces among the management support serv1ces llsted as

':_'oamnerc1al act1v1t1es. 051ng OMBs guldellnes, Gallagher belleves IBC's -

'.'act1v1t1es, as outllned ln the IBC contract in questlon, are not lnherently

D

:governmental, do not 1nvolve pollcy maklng and dec1sron maklng act1v1t1es, and

are therefore legltlmate. '

».Gallagher also-noteSé {"Department of State expendltures for publlc

:relatlons are generally llmlted by a standard prov1sron in our annual

approprlatlon acts prov1d1ng that approprlatlons may not be used for pub11c1ty ‘

““and propoganda purposes not authorlzed by Congress. Since S/lDPs pUbllC
. 1nformatlon program has been presented to Congress by the Department, thlS L

',prov151on does not apply to prohlblt the proposal contract."‘

It should be noted, however, that the Commlttee has ‘not found any ev1dence

.that Congress was ever 1nformed that the State Department's Offlce of Latln

Amerlcan Publlc Dlplomacy would enter 1nto secret contractual arrangements

7 whlch mlght v1olate prohlbltlons agalnst lobbylng and dlssemlnatlng government>

e 1nformat10n for publlc1ty and propaganda purposes.':

eclassified and Approved For Release 2012/11/02 CI.A-RDP90MOOOO5R001 100100001-3
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 APPENDIX
‘GOMEZ/IBC CONTRACTS WITH DEPARTMENT OF STATE -
 CONTRACT NUMBER: o  1001-402214
 CONTRACTOR: . Frank Gomez

6564 Williamsburg Blvd.
Arlmgton, VA. = 22213

m: . PR - Department of State —-'Offlce of Pule.c |
- S C o --Dlplomacy : A .
aower: B ~$9,500.00 -

TYPE: L o | o Fixed/Sole Seurce' - .
cowmeacr PERIOD: ~‘z/14/344- 5/31/84 o o o
'm\mm | ' ) 2/24/84 . o

. INITIATE) BY: R .Jonathan Mlller, Actmg Dlrector, Offlce of

Publlc Dlplomacy

- approved by: Jonathan. Mlller, 2/27/84
- . Frances. Gomez, 2/28/84

' (Noi:e. This contract was amended to include payment for travel expenses to.,

Central America incurred by Mr. Gomez in connectlon w1th fulflllmg the terms
- of the contract. ) ,

PURPOSE: ' S 1) Research wrlte and assemble mformatlon |
. : — : . kits on U.S. pollcy in Central America for
" use by persons speaklng on behalf of

|

|

|

|

S ‘ - SIGNED BY: S . .. ‘ | Smon Canady, 2/27/84 -- contracts offlce,
Administration policy in the region.

Declassified and Abproved For Release 2012/11/02 : CIA-RDP90M0O0005R001 100100001-3




_ INITIATED BY:

' SIGNED BY:

”*$9,500,oo -
. Fixed/Sole: Source '
",1 5/1/84 - 7/31/84
B 4/16/84

- ' . o ' : o N U :
Declassified and Approved For Release 2012/11/02 : CIA-RDP90OMO0O005R001100100001-3

‘1001-402296

' Franc1s Gomez - '
. 6564 Williamsburg Blvd.

Arlmgbon, VA. 222 13

Depart:ment of State - Offlce of Publlc
Dlplomacy ' :

» Jonathan Mlller, Dlrector, Offloe of Publlc
s Dlplomacy ‘ ‘ . :

?

(1) Research paper on Nlcaraguan

 ‘Government's internal and external
information apparatus

(2). Prepare briefing book of Central Amenca

. (3) Evaluate Government of El Salvador s

publlc mformatlon programs

Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO00005R001 100100001-3
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III. v

CONTRACT NUMBER:

CONTRACT  PERICD:

' DATE EXECUTED: -

INITIATED BY:

SIGNED BY: '

1001-402296-A

Francis Gomez

6564 Williamsburg Blvd.

| _Arlington, VA. 22213

Department of State, Offlce of Public
Dlplcmacy : : :

$9,800.00

. _.Fixed/scle Source -

Amends PO# 1001-402296 to exteénd perioad of
contract through 9/1/84

317/18/84

Jonathan Mlller, Offlce of Latln Amerlca

Public Diplomacy

. Jonathan Miller, 6/15/84 Slmon Canady, f

Contractlng Officer, 7/18/84.

A1) Develop and execute a publlc affairs -

strategy and program relatlng to 11/4/84
elections in Nicaragua. Included in

‘activities shall be coordination of v151ts to
- Washington by Nicaraguan citizens and

arrangements for meetings, press conferences,
1nterv1ews and other events. g

(2) Draft and attempt to place in promlnent

- newspapers op-ed type articles for
.contractor's signature as well as other State
'Department off1c1als. :

(3) Talklng p01nts and speeches reflectlng
current developments in the region and U.S.

ap011c1es and approaches to Central Amerlca.'

Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001100100001-3
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 CONTRACT NOMEER:

INITIATED BY:

' SIGNED BY:

§
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,1001-502074"

Internatlonal Business Communlcatlons ' i;

Suite 300 . R
1.1607 New Hampshire Avenue, NW. . .
. washlngton, D.C. 20009 :

3

'Department of State, Office of Latin America

Publlc Diplomacy -

$24,400.00

" Fixed/Sole Source

10/1/84 = 12/31/84
12/10/84

' Jonathan Mlller, Dlrector, Offlce of Publlc
‘Dlplomacy , : -

Jonathan Miller, 12/16/84, Slnon Canady,

_Contractlng Offlcer, 1/28/85

(1) Press conferences, 1nterv1ews, plan and

‘execute press conferences for visitors from

Central America to the U. S., as’ well ‘as
Central Americans in U.S. A Prov1de o
51multaneous translatlon serv1ces.

'(2) Plan and execute three to four speakers-
tours to the northeast of the United. States,
- to- include Boston, Hartford, Providence, - New

York, and Philadelphia. = Speakers will be

- -.}Central Americans elther v151t1ng .or re51d1ng'
_ in U.S. : ,

,(3) Analy51s of documents captured in the
' confllct in E1 Salvador.. . .

b
,!; R
{.



- : v . . - . L .
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CONTRACT NMBER: = . '1(')'01-5’20160 |
(DN'IRPCICR: o ) - Internatlonal Busmess Communlcatlons
' 2 o ’ I Suite 300 . =
1607 New Hampshire Avenue, N.W.
Washlngton, D.C.. 20009 '
' AGNECY: “je~- L d,-‘n “thepartment of State, Offlce of Latin Amerlca
C : N - 'Public Dlplomacy
‘moowT: $90,000. oo |
" TYPR: f’AAJ , '745 o . : Fixed/Sole Source
CONTRACT PERID: =~ . 3/1/85 - 9/30/85
DR DATE EXBCUTED: o o 3/29/85 | -
. INITIATED BY: =~ , . ,_vFrank Gardner, Office. of Public Dlplomacy
SIGNED BY: - . : ' Barbara Garland, 4/1/85 Contractlng Offlcer.'
: : . - ' Rlchard Miller, Pre51dent, IBC .
_YPURPOSE:- . : “"V R (l) A551st U.S. visits of Central Amerlcan

_ 'polltlcal business and humanitarian
organization: representatlves

. "(25 Assist Central Amerlcan refugees and
' -exiles in washlngton _

'(3) Translatlon and distribution of Cenrral
American articles for distribution to u.s.
news organlzatlons and publlc 1nterest groups

(4) P01nt of contact for congreSSLOnal and

public interest offlces seeklng to 1nterv1ew
--refugees :

'j55~ Seek out media opportunities for eXiles
" (6) Brief correspondents anﬂ syndlcated

columnlsts

’ =(7) Compose and edlt letters to the edltor '
_,1n response to article on Central Amerlca

(8) Prov1de Office of Publlc Dlplomacy w1th :
-op-ed artlcles ‘and feature articles for . :
'dlstrlbutlon, under Office of Public

-Dlplomacy signature or by an IBC de51gnated
N person - -
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CONTRACT PERICD:
DATE EXBCUTED:

'INITIATED BY:

_SIGNED BY:

.(Contract decla551f1ed by Robert Kagan, Actlng Dlrector, Offlce of

Public Dlplomacy, 1/28/86)

9/2/86
' ‘Barbara Garland, Contracts Offlcer, 9/2/86

.’f_ A;-Public Diplomacy Effofts:
e

: (4)

'.'1nterest groups:

_(5)
: the U S

(6)
‘regional conflict to persons de51gnated by -

1001—-602066 o

‘Internatlonal Business Communlcatlons )
1912 Sunderland Place, N.W. '
_ Washlngton, D.C.

20036 1608

Department of State, Offlce of Latin Amerlca

Publlc Dlplomacy :
| $276 186.00 |

Cost-Plus—leed—Fee

" 1_0/1/85 - 9/30/86

vvRobert Kagan, Offlce of Publlc Dlplomacy

Richard Mlller, President, IBC, 9/2/86'

Prov1de advice and a551stance to Central
American representatives of civic, labor,
business, and humanitarian ~groups during
visits to Washlngton

(2) Provide contact w1th Central Amerlcan

~refugee groups ard ex1les in U.S. -

(3) Translate artlcles on Latin Amerlcan/
Carlbbean and d1str1bute to medla
Provide p01nt of contact for publlc

Coordlnate and accompany medla VlSltS to —

Prov1de source materlal relatlng to

- h_Offlce of Publlc Diplomacy -

(7) _
_ security considerations, refugee problems,

Provide’ and present 1nformat10n on

' and pol1t1cal dynamlcs of the reglon

Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO00005R001 100100001-3
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o :‘(9) Conduct spec1al studles/prOJects
 ( 1) - Specialized addresse'é li'st

. (3) Retrieval, storage, malllng, and
'shlppmg of publlcatlons ‘

eclassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R0011001 00001-3

| (8) EJit briefs and all material to be used

by Office’of Public Diplomacy'

~ B. Dlstn.butJm Serv1cs — Design and " - v
‘Operate dlstrlbutlon,_system including: i

(2) Computerlzatlon, codmg, rnamtenance and

- updating of lists .

L

[

(4) Mamt:enance and control of materials

B (5) Distribution of materials |

(6). Evaluation of system ' o
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c United States Department of State

AUDIT REPORT NO. 7PP-008
SPECIAL INQUIRY INTO THE DEPARTMENT'S

CONTRACTS WITH INTERNATIONAL BUSINESS
COMMUNICATIONS AND ITS PRINCIPALS

JULY 1987

e, * <
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' REPORT ON"
| SPECIAL INQUIRY .INTO THE
DEPARTMENT OF STATE'S CONTRACTS

' WITH INTERNATIONAL BUSINESS COMMUNICATIONS =
T ~ AND ITS PRINCIPALS -
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- REPORT. ON ’ :
SPECIAL INQUIRY INTO THE
DEPARTMENT OF. STATE'S CONTRACTS ‘
WITH INTERNATIONAL BUSINESS COMMUNICATIONS AND
B ITS PRINCIPALS " ‘

Frank Gomez, one of its Principals. These ¢ : »
entered into by the Department's Office of Public Diplomacy for
Latin America and the Caribbean (LpD) which initia

out of the Secretary's office and Currently ig located in the
Bureau of Inter-American Affairs (ARA) .- S o

contracts with IBC were for media relations actjy
arranging media events, interviews, and public a
Central American refugee groups and exiles in th

tontracté was
'justifiable in the,beginning, but was questionable in
the later periods as LPD's 1n-house‘staff grew and

r, , fication, apparently to
avoid_competition and public disclosure of the contract
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-System. The specific amounts wi]1l be described in a
Separate report of an incurreqd cost ‘audit, currently
underway by 0IG staff. In addition, the conduct of
media relations training by IBC for Salvadoran military

while working under LPD contracts, violated the
anti-lobbying statute. Among other things, the LPD
Coordinator and staff traveled and Spoke extensively on

appropriate Government agencies for'consideratibn and
appropriate action. o -

- press briefings was inaccurate, 1ncomplete,‘and
misleading. we found no evidence that errors were made
intentionallyi ’ ' o

Much information was provided, however, and we found no
evidence that the Department personnel deliberately:
delayed'or-frustrated Congressional fequesters. The

- role of the Office of the Legal Adviser ip Collecting,
examining, and releasing documents on the IBC and other
Procurements has been poorly understood and has caused
resentment by Congressional members and staff. :

‘ .. | o Rel 2 5R001100100001-3
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'II. PURPOSE AND SCOPE

As a result of a number of press articles critical of the
Department's association with International Business n
Communications (IBC) and its principals, the Secretary requested
an examination of the subject by the Office of Inspector General
(OIG). The request, dated February 13, 1987, asked 0OIG to ’
examine (1) the procedures followed in entering into all
contracts between the Department angd IBC or its principals,
Frank Gomez and Richard Miller and (2) the performance under
those contracts. The Legal Adviser's memo transmitting the
request mentioned and included, as attachments, information on
alleged improper lobbying activities, improper classification of
an IBC contract as SECRET, that the contract was signed after -
most work was performed, and a brother/sister relationship
between personnel of the Office of Public Diplomacy for Latin
America and the Caribbean (LPD) and IBC. '

- Whether the contracts with IBC and its principals were

in-house; ) ' f

-- . Whether required procurement and contracting procedures
were followed; S : S

- Whether'the contractor performed the work required .by
the contract and charged reasonable and allowable costs
to the Department; _

performing under contract to the Department,

’

participated in improper lobbying activit;es;

-~ Whether conflicts of interest or violations of ethical
standards occurred - as a result of the conduct of or
relationships between LPD and IBC personnel; .

- Whether information provided by thé.Departmént’td ‘
: Congressional-requesters and for press briefings was
accurate and appropriate; and B

-=  Whether Departmént-offiéials.or offices 1ntentionélly,
delayed in providing information to or withheld -
information from Congressional requesters.

The inQuity included six purchase orders and contracts with
Frank Gomez or” 1BC totaling $435,584 between February 14, 1984
and Septemberv3o, 1986. 1In addition, a purchase order with the:

' 00100001-3
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e
artment.f'Aétivities

« of ,
e scope of the 1f°r gther'cl;ents the

were not

]

Infergovernmental
(PA), and the :
interviewed,e Foreign service Institut: (M/FSPublic,Affairs '

as well as»OffICIals‘of'Igc ol I) were

(A/0pP '
” ?)'§S.Exhibits B through g. he Procurem

]
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By White House "Memorandum for Special Planning Group
Principals"” of July 1, 1983, Mr. Otto J. Reich was given the
~dual designation of Secretary of State's Advisor for Public
Diplomacy and Coordinator for Public Diplomacy for Central .
America and the Caribbean. The Coordinator's office was to be
located in the Department of State, with staff Support to be
detailed from other agencies and departments. His activities
"were to begin‘immediately. ‘

for his secretary whom he had brought from the?Agency for

- International Development (AID). His office was established ag
the Office of Public Diplomacy for Latin America ang the =
Caribbean (S/LPD). . Lacking adequate staff, Mr. Reich obtained
permission to contract for a short term Professional services

contract in February 1984 with Frank Gomez, an outside public
relations specialist. The relationship proved highly

Successive sole source contracts with Mr. Gomez or with = o
International Business Communications (IBC), the pPartnership
company Mr. Gomegz formed with Richard Miller, through fiscal
Year 198s. v -

The purchase orders and contracts for S/LPD with IBC or its
Principals are listed below. One purchase order, 1001-5023s6,
was with the Institute for North-South Issues (INsI). That
order is included because INSI was founded by Frank Gomez.

: SRS Performance : E

Number Contractor Period _ Amount
'1001-402214 . Gomez. 02/14/84 - 05/31/84 -$ 9,800
1001-40229¢6 - Gomez 05/01/84 - 07/31/84 19,300

1001-402486 : IBC (Aug/SeEt.1984) 16,198,_
1001-502074 4 IBC 10/01/84 < 12/31/82 24,400
1001-502160 - IBC 03/01/85 - 09/30/85 - 90,000
1001-502356 o INSI 09/01/85 - 09/30/85 5,500

1001-602066 _ IBC ’ 10/01/85 - 09/30/86 . 276,186
: : : §441,084

During the early purchase orders Mr. Gomez Prepared talking
points papers, fact sheets, and draft Speeches for S/Lpp
Speakers, drafted op-ed articles, and arranged press conferences
for Central‘American'visitors. During the late 1984 and early

final contract IBC designed ang operated a computerized mailing
list for S/LPD's publications.' : ' .

: | : 01100100001-3
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S/LPD classified the FY 1986 cont ' ' (
that it contained national security 1§§g§m§E§§§Tf ggintaining
claisification led to numerous complications sééuri: '

;10 ations,’and delay in signing of the contééct unti{ Septer or
t’ 1986, in ‘the final month of the contract's term -Thispiember'
cg;gf;:isggmzu:giinﬁ: ég Ehe media and in cOngresé after tﬁe
intended to cover iglegalalogggizgfrgt ;;gssification’was

' Congress éna'the'media.be o e T
la began to estio . L |
_gsgagrmgnt's dealings with IBC.and‘igg pr1n2152558t3§° K S
alle agiafd_Miller in late 1986 ang early 1987. Garign Comez o
'focug oﬁ°2§ of illegal lobbying and political activity beca -
. e secret contract with 1BC. ~ vity began to -

~___ On February 13, 1987, the Sec e
g , , retary of State -
Inmesier Seneral fo exafine:the piocciutes faltoned. 1a aatiring

. performance under those contggcé:? p:inc;pa;sf'and'the" o

».This is the Inspectot»Géneral's report on his findings |
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IV.. FINDINGS

A. Need For The Contracts

- order for outside assistance, during a temporary short handed
situation in s/LpD early in 1984, but the practice continued
through fiscal 19ss, after the urgency and the original
justification had passed.

A White House "Memorandum for Special Planning Group :
Principals"” of July 1,1983 Created the Office of Coordinator and
the Secretary's Advisor for Public Diplomacy for Central Amerjica
and the Caribbean. The office was to be located at the :
Department of state: Support staff was to include officers
detailed from "appropriate agencies and departments" . State was
‘to provide appropriate Space, logistic support, operating
budget, and Cclerical Support. Activities were to begin
immediately. The office was established under the office of the
Secretary as the Office of Public Diplomacy for Latin America
and the Caribbean (S/LPD). ' o

According to the Coordinator (now.Ambassador), he came to
State with no staff Support but himself ang his Secretary whom
he had brought from AID. The Coordinator was under considerable
pressure from the white House to Popularize the Administration's
Central American policy, but dig not have the Specialized staff
that he needed. This is not Surprising since his Specialist

from other agencies. 1In short, he did not have bureaucratic
expertise. He discovered later how to use the influence of the

Had the qualifications that he needed, the Coordinator offered
him full "time employment. Mr. Gomez did not want further ful)]

time employment, so they settled on a consultancy, through a
short term Purchase order.
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Faced as he yas with a lack of adequate stars and under
White House Pressure to perform, we believe that the Criteria
for an urgent, sole Source, professiona] Services acquisition py
purchase order were arguably met: the Department of State hag
authority, the Office of the Secretary hag appropriated funds,
and the personnel system did not locate ang make available the

nnual salaries alone totaleg Some $780,000, We believe that by

a :
that point the original Justification for outside assistance wag
no longer valig., ‘ _

When leadership of S/LPD changed ip mid-19g¢, the new
Coordinator came to the same conclusion and decided to sto

contracting with IBC at the eng of the Fy 1986 contract, ang to

The basic responsibility for balancing in-house and contract
resources restgs with the program Manager, ip this case the »
Coordinator of S/LPD. As long as funds are available, and the-
program Manager can obtain theoge funds, contract resources cap
be increased (assuming, of course, that appropriate Procurement
regulatiens are adhered to). For these reasons we have made no
recommendationg concerning the neegd for the Contracts, - :
Recommendations concerning the Mmanner in which the-contracts
were awarded ang administereg are included op Pages 34 through ‘

36 of thig reporti

Comments of DepartmentIOfficiaig

function which the current head of ara/rpp Stated he felt could
be performednin-house by Department’personnel when he decideg to
stop contracting with IBC. COnsequently we believe, ag we state
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in-theireport,“thatfthe=originalijdétifiéation for contract

| assistance from IBC was not valid in the later periods.

B. The Acqﬁisition Process

'vprocedures and failed to meet the fundamental'tequirements of

the Federal Acquisition Regulation (FAR). S/LPD officials
abused the acquisition process and OPR/STP officials, rather
than' control ang correct the problems, condoned and assisted in

‘the commission of unauthorized actions. -

‘This inquiry examined seven acquisitions made by two of the

’ organizations in the Department which have been delegated -

pProcurement authority--Deputy Assistant Secretary for »
Operations, Office ofiSupply,'Transportation,‘and Procurement
(OPR/STP) and the Foreign Service Institute (M/FSI), The

purpose of our audit was to evaluate the*adequacy of the

policies, Procedures and practices followed in acquiring these
services. Our findings are divided into two Sections. The

. first section addresses,the'acquisitions made by OPR/STP and the

Second section addresses the acquisition made by M/FSI

1. Purchase Orders and’COntracts Awarded by OPR/STP
: - Contracting Officials _

Our findings are baseg on our audit of the OPR/STP ang S/LPD |
 files, interviews with the OPR/STP contracting officials and the

Department's Procurement Executive, and information from
pPrevious OIG audit reports. We found that

-~ 'PurchaseiOrdérs and Contracts Were Placed After Work
Had Begun; , ' :

'}V-F -, Sole Source Acquisitions were Not'Justified;..

- Acquisiinns Were Not Publicized in the Commerce
. Business Dpaily (CBD) ; ‘ ' -

== Acquisitions Were Apparently Split to Circumventv
- Regulations; and E : . .

-~ OPR/STP Contracting officiéls Did Not Perform Adequate

- Contract Administration.

Gomez, IBC, and INSI without following Proper acquisition

Policles and procedures, Once S/LPD program officials hag
arranged for the Services and settled the Substantive issues

CIA-RDP90M00005R001100100001-3
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involved in the acquisition process, they turned the work over
to the OPR/STP contracting officials to pProcess the paperwork
needed to pay for the services. OPR/STP contracting officials

Government's acquisition affairs were. contrary to the ,
acquisition regulations, the OPR/STP contracting officials did
not challenge the S/LPD actions as unauthorized commitments.

For example, Purchase Order No. 1001-502074 was signed on
January 28, 1985, by the OPR/STP contracting official; almost .
one month after IBC was to have completed the work and almost
four months after IBC had been directed to begin the work by
S/LPD officials. The order was awarded to IBRC for $24,400. The
proposal from IBC was submitted to S/LPD officials based on
their discussions with Mr. Gomez. If done correctly, proposals
from any and all sources should have been obtained by OPR/STP

procedures. However, S/LPD officials assumed the role of the
OPR/STP contracting officials for this portion of the -
acquisition process. Next, the S/LPD officials directed IBC to
perform the work without contracting officer authority and
created an unauthorized commitment. This purchase order was
‘1llustrative of the other orders and contracts awarded to Mr.
Gomez and 1IBC. - '

contracting officers. FAR 1.602 (b) provides that no contract
shall be entered into unless the contracting officer ensures
that all. requirements of law, executive orders, regulations, and
all other applicable procedures, including clearances and

We believe that additional measures must be taken b
the Department's senior managers to strengthen the acquisition
process and to ensure stricter enforcement of the provisions of
the acquisition regulations. (Recommendation 1). Moreover, by
Seéparate correspondence, we are referring a copy of this report
to the Director General of the Foreign Service and Director of

'b. Sole Source Acquisitions Were Not Justified

All purchase orders and contracts awarded by the OPR/STP
. contracting officials to Mr. Gomez, IBC, and INSI were hacen ~n

«

¢
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inadequate sole source justifications. The documents furnished
by the S/LPD program officials as Justifications did not meet
the requirements of acquisition regulations, but were merely
capability statements. The OPR/STP contracting officials did
not challenge the adequacy of the Justifications. They simply
accepted the documentation and did not seek free and open
competition. _ 5

- For example, Purchase Order No. 1001-402214 was the initial
~order with Mr. Gomez placed in February 1984 on a sole source
basis by OPR/STP contracting officials. s/LpD's request
“included a document titled sole source justification. The
document was merely a description of Mr. Gomez's background and
capability, however. It did not demonstrate that he was the
only source that could provide the Services required by S/LPD.

Once this document was accepted without question by the
OPR/STP officials, the die was cast. During the work of the
initial order, S/LPD officials began negotiating with Mr. Gomez
for the next purchase order. They used essentially the same
justification for the next purchase request they prepared for
Mr. Gomez's services. Using the inadequate Justification, the
OPR/STP contracting officials pPlaced the second order
(1001-402296) with Mr. Gomez in July 1984.

In the final contract with IBC another feature of
contracting was added--the Competition in Contracting Act of
1984 (CICA). At the time this contract was being considered by
S/LPD officials, the FAR had been changed to include the CICA
provisions. OPR/STP contracting officials brought the new FAR
provisions to S/LPD's attention; including the requirements to

This final contract with IBC included the addition of a new
- requirement, on a sole source basis, for the design and
operation of S/LPD's distribution system. The distribution
System services were not included in the media relations
. Services that S/LPD had been obtaining from IBC during the
period of February 1984 through September 1985, Nonetheless,
S/LPD officials proposed IBC as a sole source for these
seemingly ordinary services. ‘ ‘

We believe that additional measures are needed to improve
‘OPR/STP's compliance with the competition requirements in the
Federal Acquisition Regulation. Moreover, we believe that any
instructions prepared to address improvements in compliance with
the competition réquirements should be furnished to all the
Department's acquisition offices. (Recommendation 2).

= Déclassified and Approved For Release 2012/11/02 : CIA-RDP90MO00005R001100100001-3
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€. . Acquisitions were Not Publicized in the Commerce
Business Daily :

OPR/STP contracting officials did not comply with the
requirements of the acquisition regulations on publicizing
proposed contracts in the CBD. None of the purchase orders or
contracts over $10,000 awarded to Mr. Gomez or IBC were
publicized by OPR/STP contracting officials angd this
noncompliance was encouraged by the S/LPD program officials.

Some of the acquisitions were made during the time the
Federal Procurement Regulations (FPR) were in effect (through
March 31, 1984) and other acquisitions were made under the
present regulations, the FAR. The FPR and the FAR both
contained specific requirements for Synopsizing proposed
contracts over $10,000.

directed by S/LPD officials to begin the work without a
contract. It was awarded in the not-to-exceed amount of
$276,186 and contained the new requirement for IBC services
related to the design and operation of the S/LPD distribution
system. _ -

the day before the contracting officials sent the new CICA
guidance to the S/LPD officials. The S/LPD request contained
the same justification for not publicizing the requirement as
the first contract with IBC: ... the services and contractual
arrangements of which are not to be disclosed publicly because
of their character, ingredients, and components." The OPR/STP
contracting officials cited the revised FAR and stated that the

proposed sole source awards and competition, to the maximum
practical extent, for even those requirements that were
determined to be urgent. After interaction between various
Department staffs, a decision was made by S/LPD officials to

‘have the contract and the entire contract file classified SECRET

for "national security reasons. " This action caused a series of
delays in the acquisition process. v

The OPR/STP contracting officials were aware of the
requirement that S/LPD had for FY 1986 services in late
September 1985, but dig not act to publicize the requirements in
the CBD. The negotiation summary in the contract file prepared
by OPR/STP officials and dated August 26, 1986, stated: "The
procurement was not Synopsized in the Commerce Business Daily

public knowlédge." (emphasis added.] In the same files. in the
Justification for other than full and open competition, dated

April 3, 1986, the OPR/STP officials ~i+ad DAD £ anm -

Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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"National Security," as the basis for not providing for full ang
~open competition.” That justification went on to state: "FAR
Chapter 5.202 provides an exception to Synopsizing a procurement
in the Commerce Business Daily (CBD) if disclosure of the

case of this contract, the contractor will be performing
services that fall within that criterion." ,

In our opinion, the reason cited by the OPR/STP contracting
official for not synopsizing the proposed contract did not
adequately address the FAR requirements. FAR 5.202(a)(l) states
that the contracting officer need not submit the notice to the
CBD when the contracting officer determines that - "The synopsis
cannot be worded to preclude disclosure of an agency's needs and
such disclosure would compromise national Security (e.g., would
result in disclosure of classified information)."*” fThe fact that
a proposed solicitation or contract action contains classified
information, or that access to Classified matter may be
necessary to submit a pProposal or perform t

the contract does not,
in itself, justify use of this exception to synopsis.

We believe the Department should issue additiohal
. instructions on the requirements for cBD synopsis.
(Recommendation 3).

d. Acquisitions were Apparently Split to Circumvent
Requlations ;

Purchase orders with Mr. Gomez and IBC were made on a
fragmented basis apparently to circumvent the acquisition
requirements. The first three purchase orders were based on

purchase award to IBC was under $25,000, the small purchase
threshold in effect at the time that order was awarded. S/LPD

However, the OPR/STP contracting officials did not attempt to
stop these practices. -

small purchasing operations into compliance with PART 13 of the
FAR. (Recommendation 4). ' '

€. OPR/STP Contracting Officials Did Not Perform Adequate
Contract Administration

' ‘ 00001-3
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Preaward administration includes the actions that
contracting officers are required to take prior to signing a
contract to determine that a proposed acquisition meets all the
requirements of law and regulation. Postawargd administration
includes the actions that contracting officers are required to
take during the period the contract work is performed up to
contract completion and close out. OPR/STP contracting
officials did not perform adequate Preaward administration and
'did not perform any postaward administration.

(1) Preaward Administration

that the OPR/STP contracting officials accomplished most of the
preaward actions required by the FAR; however, there were some
preaward actions that were either overlooked or
adequately. Some examples of the preaward administration

activities that were either lacking or inadequate were as .
follows: : ‘ :

Contract No. 1001-502160

-~ The matter of determining that IBC was 2 responsible
bidder was not adequately addressed by the OPR/STP contracting
officials. We were told by the OPR/STP contracting officials
that they had accepted IBC as a responsible bidder based on
previous purchase orders placed with IBC. However, when the

_ , Was classified by S/LPD
officials and IBC was required to obtain a '

prior to contract execution. - Attempts to grant a security
Clearance for IBC were delayed at one point because the
investigators found that IBC was in fact a loosely formed
assoclation between two other companies. .If the OPR/STP

. -3
Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001
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Contract No. 1001-602066 |

-- The OPR/sTp contracting officials negotiated this
contract on a cost-plus-fixed-fee basis using audit information
developed by a review of the IBC cost Proposal by the
Department's Inspector General. The OPR/STP contracting
officials failed to require IBC officials to execute a '
certificate of current cost or Pricing data as required by FAR
15.804-4. , - o . ,

| 'told_by the OPR/STP contracting officials that no administration
was performed. Some of the more significant problems we o
identified were as follows: - o

-- There was no OVersight'by the OPR/sTP cbntracting |
‘officials of imgortagtlfeatures of the acquisitions'such'as
ete de

timely and comp iveries of the services ang payments of
contrqctor 1nvoices.l _ o ‘ '

final audit of the IBRC Costs or to settle the issue of the -
number of hours contracted for under the level-of-effort ,
‘arrangements in the contract. The contract work was Supposedly
completed in September 1986; however, the actions described

‘previously were not initiated by the.contracting officials unti]
the OIG staff began this inquiry in early 1987

‘We believe that imptovements are needed iﬂ the petformance.
of preaward ang postaward contract administration functions.

- £f. Other Problems

We considered the lack of Procurement Planning that was .
evident in the acquisitions from Mr, Gomez, IBC, and INSI. The
- use of urgency as the basis for these acquisitions for the S/LPD
needs was caused by a lack of Sound acquisition Planning . : '

were being developed angd that requests for planned ac isitions
- Were issued but with little results. We wege,also to%g that
Several policy letters on acquisition Planning had been issued,
987. ‘ ‘ -

purposes of the planning.system mandated.by the FAR is to

B 7 A ‘ R o A-RDP )5R 00100001-3
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promote and provide full and open competition or, when other
than full and open competition is authorizegd by the FAR, to
obtain competition to the maximum practical extent possible.

The actions taken by OPR/STP contfacting officials to award
purchase orders and contracts for S/LPD program officials based

Our review of the acquisitions from Mmr. Gomez, Isc;-and INSI

also included a review of the Department's policies and
procedures currently in effect for acquisitions by OPR/STP

1987. When published in final form, it will become the

- Department's implementation of the FAR. The delay in issuing
Departmental procurement regulations has been a longstanding

- problem and we believe that a high Priority should be placed on

finalizing and publishing thesevregulations. (Recommendation
8). . :

g. Problems Reported Previously

-- 'Reqﬁisitioning organizations frequéntly engage in

request to OPR/STP/P. They often conduct market
Surveys and even solicit proposals using OPR/STP/p not
as the Department's major procurement activity, but as
@ requisition processor." The audit report included a
recommendation that OPR/STP should advise all

Justifications of requisitioning offices.” The report

. 100001-3
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included the recommendation that OPR/STP should not
process requisitions which Stipulate sole source
procurement unless the Criteria have been satisfied.

adequately documented in the'contract files."

-- "OPR/STP should emphasize to all Department
organizations the importance of their early
identification of pPlanned acquisitions in the

procurement process even though funding is not a
certainty." '

Apparently, the actions taken in response to the report were
not adequate to resolve the problems. ' :

In the course of our interviews with the cognizant
contracting officials we were told that there was a great deal
of pressure to place the S/LPD orders and that there were
inadequate OPR/STP bersonnel resources at the time the
acquisitions were processed to perform the functions related to

requirements. Moreover, we were told that the
caused OPR/STP to act as 2 "rubber stamp®

2. Training Orde

- According to the IBC Proposal, it had been instructed to
eminars of two days each for |

the formal
class work, IBC Planned t

Ambassador and Senior government officials for him

1nsights, methods, and recommendations on the proper conduct of
public information activities.

) 100100001-3
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The M/COMP Certifying Officer stated that the invoices
submitted by companies which have performed services under a
training order are "self-certifying." we were told that the
training order form statement--"T certify that the above named
student has been properly registered as stated"” was used by
M/COMP personnel as the basis for Certifying an invoice for :
payment. Therefore, the documents needed for M/COMP to process
a training order payment would be a copy of the training order
and the company's invoice.

payments when M/FSI personnel use a training order to acquire
training using M/FSI funds for job-related training for
employees. However, we believe that the use of
"self-certification” of contractor's invoices for the 1IBC
training order was not an appropriate method to process payments
since the services provided by IBC deviated from the normal ~
. M/FSI training procedures.

went to El salyador. while there, IBC met with various people
and gave them advice and a Plan; however, the "seminar" never
took place as a formal seminar. Instead, individual counseling
took place with 20 to 25 individuals. The former Ambassador
informed us that he went to El Salvador in June 1984 but not

Ambassador. During the same period IBC was providing services
- to S/LPD under purchase order 1001-402296. The order covered
travel expenses to El Salvador for IBC personnel and the

While the IBC official told us that the work ordered by
M/FSI's training order was not performed in accordance with the
specific requirements of the order, the invoice submitted by IBC
showed tuition for ten officials for a price of $16,198 for a

August--early september 1984. This IBC invoice was paid based
on the "self-certification” process.

orders in the future. (Recommendation 9). Moreover, we believe
-3
Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO00005R001100100001
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that action should be taken to recover funds from IBC since tﬁe

services specified in the training orde
not performed. (Recommendation 13). r issued by M/FSI were

Comments of Department Officials

In commenting on a draft of this report | |
S/LPD stated (1) he was not aware of thg précﬁ?:mggimeglggid of
and regulations, (2) he relied on his staff and procugementes

with, (3) he was never informed about

S/LPD's procuremerit practices, rather,agg é;;egz%ggétée:hin
practices were followed all the time, (4) he was n te | Wiy
supported by the Department with administrative ang .:hequately
personnel familiar with Departmental procedures ando y
pricing of many of IBC's activities such as hanéling ég%egggrs

Officials in A/OPR and A/0p f
problems somewhat differently. Engﬁcgt::gdtggagagsis P
resggrces within the procurement function has been aagf :f i
ggg ﬁm in the Department and has hindered the carr i Sout or

ective procurement operations. However, both algongtgzdef

payment. Both A/OPR and A/OPE stated
C that s/Lp

gg;ﬁi:i:?gn stgamrolled" procurement officials Eougsgcgggreme
s which did not comply with appropriate regulations

frequently and were vacant |
‘ | uring some periods. |
agree that s/LpD probably was not adequgtely suppggt:gmg;rzﬁewe

Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001 100100001-3
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conduct a review of the Department's procurement funCtion and
therefore cannot comment on its overall operations. we will, -~

however, conduct a complete examination of procurement
activities in the future. -

In our opinion, as we stated in the report, both S/LPD and
procurement personnel are responsible for the problems in the
acquisition process. we believe that as a manager, the former
head of S/LPD had a responsibility to be knowledgeable of basic
federal procurement requirements, such as the prohibition
against directing a contractor to begin work or otherwise

committing the government to contracts without the authority to
do so. S : :

C. _Reasonableness of Prices and Performance

Some charges to the Fy 1986 contract appear to be -
questionable. The specific types and amounts of such costs will
be described in a separate report on an incurred cost audit
which currently is being conducted by OIG staff. 1In addition,
as previously discussed under the Acquisition Process, IBC's
conduct of a media relations Sseminar differed so significantly
from its proposal for the seminar that we recommended collection
efforts by Department officials (see Recommendation 10). while
deliverables were vaguely defined an reported, e performance-
by Frank Gomez and .IBC on all other purchase orders and '

contracts was approved, accepted, and frequently applauded by
S/LPD officials. v ,

With the exception

of the FY 1986 contract, we did not
conduct incurred cost a

udits because the purchase orders and
Our audit of that

The travel'expenses‘included lodging, transportation, meals,
clothing, and other items for individuals while they were in
Washington, D.cC. and other cities in the u
sponsorship of S/LPD. During these visits, the exiles and
- defectors were giving interviews; meeting with groups, members

of Congress; and attending press conferences. These work
- elements and costs were not specifically included in the final
contract issued by procurement, although they were included in
.the proposal sent to OPR/STP. The amount that is disallowed
will be determined during the incurred cost audit.

The charges for computer support need to be recomputed. 1n
the cost proposal, IBC Stated that $25 an hour was the best
price available from vendors for computer access. This rate was
accepted for use in the cost review. The actual amount IBC

billed for computer usage totalled $7,98]. This amount almac+
equalled tha +A+al mmmi>. m o,
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supplies purchased b§%iBC f§8,277). Since the equipment was not
used only for the Department of State contract, and is still
available for use by IBC for other clients and its own staff,
there should be an adjustment of the computer charges.

Finally, the indirect rates need to be recomputed.
Provisional indirect rates were computed during the cost
proposal review. These rates are Subject to recomputation and
adjustment based on the actual costs incurred. work performed
under the FY 1986 contract, as well as all work under all other
purchase orders and contracts except the M/Fsr training order
was invoiced, approved for payment by S/LPD officials, and
certified and processed for payment by M/comp personnel. 1In
each case it appears that at least some work was performed
however, it appears that Department personnel approved invoices
for payment without adequate evidence that required work had
been conducted.

For example, the purchase order with INSI for $5,500 was for
an analysis of S/LPD's distribution System for publications on
Central America. The invoice from INST to S/LPD was a one

and payment was made. There was no written report of the :
analysis. Frank Gomez informed us that, while no written report
was prepared, an analysis was conducted. He stated that the

performed.

We believe that purchase orders ang contracts should be more
specific in describing required performance and that officials
for payment should have more evidence that
the required work has been performed. (Recommendations 11 and
12). On balance, almost all officials we in erviewed expresse
satisfaction with the quality and level of performance on the

officials or the handling of defectors, two of the functions he
stated were being purchased under the contract, While we agree
that establishing a price for some activities may be difficult,

are not
only difficult to price but also difficult to measure, evaluate,
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and certify as completed so that payment can be authorized--also
required by procurement regulations.

D. Lobbying Activities.

Although allegations were widespread, there is no evidence
that S/LPD staff participated directly or indirectly in any
unlawful lobbying or that IBC spent S/LPD contract funds for
lobbying activities. Many of S/LPD's and IBC's activities under
contract with S/LPD provided opportunities to conduct prohibited
lobbying; however, there is no evidence that these officials
violated the anti-lobbying statute. _

. Public diplomacy is.sepafated from lobbying by a thin and-
complex line. The basic legislation, 18 USC 1913 (the
"anti-lobbying statute") provides that

"No part of the.money'appropriated by any enactment of
Congress shall, in the absence of eéxpress authorization by
Congress, be used directly or indirectly to pay for any
personal service, advertisement, telegram, telephone, -
letter, printed or written matter, or other device, intended
-or designed to influence in any manner a Member of Congress,
to favor or oppose, by vote or otherwise, any legislation or
appropriation by Congress, whether before or after the
introduction of any bill or resolution proposing such
legislation or appropriation; but this shall not prevent
officers or employees of the United States or of its
departments or agencies from communicating to Members of
Congress. on the request of any Member or to Congress,
through the proper official channels, requests for
legislation or appropriations which they deem necessary for
the efficient conduct of the public business." ’

Many of S/LPD's activities provided opportunities to conduct
improper lobbying. ‘The Coordinator and staff traveled and spoke
extensively on the merits of the Administration's policy and
programs for Central America. S/LPD paid for the cost of
publication and circulation of pamphlets and articles favorable
to the Administration's policy.  S/LPD Sponsored, paid for, and

. escorted Central American refugees and exiles to cities in the
United states for speaking engagements before members of '
Congress and various pPrivate sector audiences. 1If, in carrying
out these activities, S/LPD personnel had suggested or agreed
that a member(s) of Congress should be contacted and encouraged

to support programs in Central America, a violation would have
occurred. _

During our inquiry we questioned a number of S/LPD's
activities and discussed them with 0IG investigations staff and
the Department of Justice. One such activity was reflected in a
June 25, 1985, memorandum from the Administrative Officer of '
S/LPD to the S/S-EX Budget Officer providing information in

sugfort of S/LPD's budget request. The memorandum contained the
following statement: -
Declassifie% and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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"During the recent congressional hearings on financial
assistance to the freedom fighters in Nicaragua, s/LPD furnished
floor speeches and talking papers to Congressional supporters of
the President's program”. '

During discussions with an official from the Department of
Justice we were informed that this activity was not a violation
of the anti-lobbying statute as it has been interpreted by the
Department of Justice. According to this individual, violations

~are evident only where the appropriated funds are used to
effectuate a grass roots type of campaign directed at
influencing a member(s) of Congress.

ome tent Congress was informed of S/LPD's activities.
- In the Department's Fy 1987 budget request, under the Office of
the secretary, the following information was included:

"One unit within the Office of the Secretary is the Office
-of Public Diplomacy for Latin America ‘and the Caribbean. This.
office has coordinated the efforts of appropriate agencies of

including foreign visitors. * * = During the same period it has
arranged for publication and dissemination of Publications and

pamphlets (including translations of foreign originated
articles)." -

related areas, our work to date has disclosed no evidence that
S/LPD knowingly paid IBC or Frank Gomez to perform prohibited
lobbying activities. As mentioned previously, the Scope of our
inquiry included only the activities of IBC or Frank Gomez
performed under the purchase orders and contracts with the
Department between 1984 to 1986. Our work did not include the
activities of IBC or Frank Gomez performed for other clients.

~ The first head of S/LPD 1nfotmed us that he was alert from
the beginning that his official public diplomacy functions would
put him close to the prohibitions against lobbyi

! 0100001-3
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There 1is also evidence that S/LPD participated in a group
with other organizations which conducted activities which S/Lpp

telephone campaign in selected congressional districts). One
~example is reflected in a document titled "Chronological Event
Checklist" which was located in the S/LPD administrative files
and IBC files. The document, dated March l, 1985, lists :

- week-by-week activities, along with the person or organization

~ responsible for carrying them out. Three of the entries on the
checklist are as follows: = , g o

Event o — Responsibility
Send resource book on the Contodora process state/LPDv_

to. congressmen, media outlets, private
organizations and individuals interested
in Nicaragua. .

Prepare themes for approaches to Congressmen = NsC
based on overall listed perceptions which will
directly attack the publicly and privately
expressed objections to voting for financial

aid. _
Targeted telephone campaign;begins‘in izo . (Private
Congressional districts. CITIZENS FOR - citizen)

AMERICA district activists organize phone-

tree to targeted Congressional offices -
encouraging them to vote for aid to the freedom
fighters in Nicaraqua.: . : '

We were unable to establish the authorship of this document
and others like it even though we found them in both S/LPD and
IBC files. None of the officials we contacted could recall
specifically where the documents came from or how they came to
be filed with other related documents. , ' '

. We found no evidence that S/LPD funds, eithér‘directly or

-~ publication on the Contodora process was a legitimate actiVity -
: for_S/LPD, v : ) S T : :

Declassified and Approved For Release'2012/1 1/02 : CIA-RDP90MO0005R001100100001-3
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pleaded guilty to one count of éonspiracy to defraud the
government of income tax for his work with carl R. (Spitz)
Channell. There is no evidence, however, that IBC used any

S/LPD contract funds for prohibited lobbying activities. Also,
according to press reports of the testimony of Messrs. Channell

coordinated the activities listed. The current head of ARA/LPD
suggested that the document, and others like it, were provided
to the office by IBC. He stated that al)] such documents were
marked CONFIDENTIAL when received from IBC.

The document in question was only one of several we
identified in S/LPD's and IBC's files. oOther documents covered
different time periods and described different activities of
different organizations. Some of the documents, even those in
S/LPD's files, were marked as classified and some were not. we
acknowledged in the report that the authorship of the document
was not established and that S/LPD's activity described in the
document was an acceptable one; however, we believe that the
document itself is relevant and that it accurately reflects
S/LPD's association with other groups and organizations involved
in activities which S/LPD would have been prohibited from
perform{ng or from paying IBC to perform.

E. Ethical/Conflict of Interest Considerations

The special inquiry disclosed a potential violation of
ethical standards of conduct and a pPotential conflict of ,
interest. The ethical question involved a Department of Defense
employee detailed to S/LPD. The potential conflict of interest
involved activities of Frank Gomez during the period-immediately
preceding his retirement from the U.S. Information Agency.

1. Ethical Considerations-

The Code of Federal Regulations (22‘CFR Part 10.735-201)'

lists various proscribed actions under Ethical and Other Conduct

and Responsibilities of Employees. The section states that ap
.employee sha avoid any action, whether or not Specifically-
prohibited by the regulations in this part, which might result
in, or create the appearance of: (1) giving preferential

’ . 00001-3
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treatment to any berson or (2) losing independence or
impartiality.

A Department of Defense detailee to S/LPD, who served as a
Senior Military Advisor from June 1984 through June 1986, and as
Executive Officer from about June 1985 to June 1986, may have
violated these regulations. This individual introduced his
sister, who was a specialist in establishing angd operating mail
distribution systems, to the head of S/LpD and to Frank Gomez of
IBC. Both the head of S/LPD and Frank Gomez confirmed that she
was introduced by the Senior Military Advisor as his sister. at
the time of the introduction, she was employed by a private firm
in New York. S/LPD subsequently contracted with INSI and with
IBC for analysis, design, and operation of a mail distribution
system. The sister was hired by IBC to direct the work under
such contracts. . '

Senior Military Advisor was in a position to influence S/LPD's
decision to contract for the Services and IBC's decision to hire
his sister. Also, even though Frank Gome:z and IBC had ‘performed
various activities for LPD under several previous purchase

- orders and contracts, operating a mail distribution system was
not one of such activities. The analysis, establishment, and
operation of S/LPD's distribution System was contracted for on a
sole-source basis. 1In addition, the Senior Military Advisor was
involved in the decision by S/LPD officials to Cclassify the

- final contract with IBC, which included about $150,000 for

As previously stated, we found that the classification of the
contract was done, without Justification, apparently to avoid
competition and public disclosure of the contract in the CBD.

Since the Senior Military Advisor is a Department of Defense
employee who was on a nonreimbursable detail to the Department,
we referred the matter to the DOD Inspector General for further
consideration and appropriate action on May 18, 1987.

2. Potential cConflict of Interest

Prior to being employed by S/LPD on a purchase order in
February 1984, Frank Gomez was employed as the Director of
Foreign Press Centers for USIA. He retired from that agency on
February 14, 1984 and the performance date for the work called
for by the purchase order with S/LPD was February 14, 1984
through May 31, 19s4.

he was employed by USIA, Frank Gomez established the Institute

Department for contract work after he retired. .The purchase
order discussed above was also negotiated with S/LPD while he

Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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This matter was referred to the USIA IG along with available
documentation on May 15, 1987 to determ

ine whether any conflict
of interest laws or regulations were violated.

F. Congressional and Press Guidance

, or poténtially.miSleading. There
was no evidence that mistakes were made.intentionallyf

Foreign Affairs Committee requested information about the IBC
and other contracts. Since that time Numerous additional:
requests have been made by: ' k - '

, House Foreign Affairs, 2/9/87
8 _ _

‘ » House Foreign Affairs, 2/13/87
Congressman Dante Fascell, House Foreign Affairs, 3/4/87

Senator John Kerry, Senate Foreign Relationg, 3/24/87

Congressmen Fascell and Broomfield, House Foreign Affairs,
3/26/87 S .

Senator Kerry's December 17, 1986 request was for "any and
all contracts between the State Department, Oor any agency or
entity under its aegls, and International Business
Communications, * x =

or Richard Miller or Frank Gomez, twg of
IBC's Principals, entered into at any time

present.” 1In responding

Department's correspondence stated: _"A search of our contract
files coyering the year 1981 through

‘ -". The documents referreg to
were the last two contracts with IBC--the FY 198¢ contract for
$276,186 and the contract for the 7 months ending September
30,1985, for $90,0q0. As discussed above, our work shows that
there were four earlier purchase orders

‘ and contracts with Frank
- Gomez and IBC totalling $69,400 between February and December
1984. : _ : o , :

Press guidance was prepared on several occasions in o
February, March, and April 1987. press guidance prepared by ARra
on February 7, 1987 included a series of questions and answers,
one of which was as follows: ' ' . ‘ : ‘

"Q. Why was the State Department contract with 1IBC

backdated? Is this normal practice?

' "A. 'The contract with IBC was not backdated; The'contract
was signed in September 1986 to cover the period from October
1985 to september 1986. : ‘

\ | e - | i : . 100100001-3
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"The contract was negotiated well in advance of being »
signed. However, its terms required that the contracting firm
obtain specific security clearances before the contract could be
signed. Procurement regulations allow unclassified work to be
performed in such cases pending the receipt of the security
clearances necessary to allow the signing of the contract."

The inference that IBC delayed the classified activities and
worked only on unclassified activities pending receipt of its
security clearance is erroneous. The records show, and anyone
familiar with the contract should have known, that IBC was
conducting allegedly "classified" activities before receiving

its clearance and, in fact, had completed all such activities
before receiving the clearance.

.to exercise caution to insure that such information is accurate
and complete. (Recommendation 13). :

- G. Departmental Cooperation with Congressional Requesters ‘

Departmental procedures for providing information to
Congressional requesters are described in 5 FAM 110 and the
Secretariat Handbook. The procedures require Congressional
correspondence to be answered, or at least acknowledged, within
3 workdays from receipt in the action office. Concerning
requests for information, the stated policy is that all officers

are authorized and encouraged to provide prompt and forthcoming
support. ‘

The Department has been criticized, mainly by staff of the
House Foreign Affairs Committee (HFAC), for not cooperating with
Congressional requesters attempting to obtain information about
the contracts with IBC and Frank Gomez. O©On February 19, 1987,
in testimony before the HFAC, the Secretary was asked about the
Department's unresponsiveness to the Committee's request. The
Chairman and Ranking Minority Member stated that "Apparently,
the Department is following an internal review process before
documents are furnished to the Committee that has effectively
choked off the flow of information to the Committee. In the

interest of comity, we respectfully request the Department to
speed up the process." - ' '

The criticism of the Department focuses on two main
issues--first, the length of time taken in responding to

Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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requests for information énd, second, the role of the Office of
the Legal Adviser in releasing information to the requesters.

In the case of timeliness, requests for information took as
long as a month, or longer, to receive a response. The request
from Congressman Feighan, dated December 19, 1986, took over 3
months. oOn balance, the requests for information from the
Department have been voluminous. One request alone involved
copies of documentation for 90 procurements on ¢7 separate

During an on-the-record meeting between staff of the HFAC and
officials from H, ARA/LPD, OPR/STP, and L on February 10, 1987,
flumerous questions were asked and requests for information from
the Department were made. Department officialg agreed to
respond to the questions and provide the information requested
however, no one inventoried what hagd been promised angd made sure

normally does not function as a conduit for detailed information
requests and responses to such requests. a1}l files and ,
documentation requested by the staff, and, in the initial stages
-of our inquiry, even by representatives of the OIG, were first

According to the Deputy Legal Adviser responsible for
coordinating the Department's Cooperation with the Iran/Contra
investigations, the Secretary asked the Office of the Legal
Adviser to coordinate the efforts of an Informal Working Group

and that documents and requests therefore were logged ang
arrangements made for pPrompt access by the various

. 00100001-3
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investigators. He stated that this role and rationale was
explained in a meeting with HFAC Staff on February 26, 1987.

We believe that Department officials should place a high
priority on responding to Congressional requests for
information, particularly after such information has been
promised by the Department. Officials dealing with |
Congressional representatives should be more selective in
promising information and should attempt to negotiate reduced
volumes of information or phased delivery. Requests should be
discussed thoroughly with requesters so that redundant, boiler
plate, and routine procedural information is eliminated unless
absolutely necessary. Promises of information which are made
should be systematically tracked to ensure that requested
information is delivered and further criticism for
non-responsiveness is minimized. (Recommendation l14). The
specific nature and purpose of L's role (or the role of any such
working group or task force) in this ang similar issues should
be clearly defined, documented, and communicated to affected
parties at the outset. (Recommendation 15).

Comments of Department Officials

In commenting on a draft of this report, A/OPR stated that
OPR/STP took the lead in trying to be responsive to the Hill and
that every initiative to release information came from the
Procurement Division. He added that at no time did any of the
offices involved assume responsibility for a coordinated
response. : '

- H. Other Matters

l. Classification of the FY 1986 IBC Contract.

sensitive information of a national Security nature. However,
the contract was virtually a continuation of an unclassified Fy
1985 contract, except for the addition of an unclassified -
document distribution system. There was_nothing of a natiopal .
.Secu a_sensitive nature in the contract. In our

Jcpinion, the real reason for classification was to avoid

Publication in the CBD and possible challenges to the sole.

Z_sgureescgggyactual_relatignshipnui. IBC. Most of tHE‘:emaining
- staff of ARA/LPD, and the former OE?IEIElS we have contacted
" now admit that classification was an error.

’

the contract could not be Ssigned until IBC obtained a facility
Cclearance. This led to multiple technical security violations"

C 01-3
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The criteria for secret classification are contained in s
FAM 922.1-2 which reads: ‘

"Information may not be classified secret unless its
unauthorized disclosure reasonably could be expected to
Cause serious damage to the national security.*

The FAM also prohibits certain classification actions at 5
FAM 921.b. It provides that "Information may not be classified
to conceal violations of law, inefficiency, or administrative
error; to prevent embarrassment to a person, organization, or
agency:; to restrain com etition; or to prevent or delay the
release of information EHaE does not require protection in the
interest of national security."” (emphasis added). . :

On August 30, 1985, S/LPD requested an extension of the FY
1985 contract with IBC to provide for services during FY 1986.
The only new work requirement was for the design and

was made that the FY 198¢ services would be classified. OPR/STP
informed S/LPD that the FY 1985 contract was a fixed price
contract and could not be extended. 1In addition, OPR/STP
informed S/LPD that the new contract should be publicized in the
CBD and full and open competition should be obtained.

- On December 4, 1985, S/LPD requested a new contract and
stated that the services and contractual arrangements were to be
classified SECRET and not disclosed publicly "because of their
character,.ingredients, and components." The justification
statement submitted by S/LPD was prepared so as to appear to
meet the classification requirements of the FaM. The
Justification stated that "publication of the general nature of
the performance would be detrimental to ongoing programs under

with several allies and other foreign states." In a memorandum
dated_February 24, 1986, the Deputy Coordinator wrote: "This is
a precise definition of secret. " OPR/STP returned all contract
documents to S/LPD where they were subsequently stamped SECRET.

S/LPD officials informed us that they decided to Classify
the contract because of concerns for the safety of Central

unclassified contract. In fact, S/LPD had Previously contracted
with the U. s. Marshals Service to provide protective services
for a Central American defector. The correspondence concerning

the services, invoices, and request for payment were all
unclassified.

In our opinion, the only rationale for classificaté&%daf3+he
Diilaégiﬁgd ;:r?(? XESrSCe&" For Release 2012/11/02 - CIA-RDP9OMO0005R00110 00
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Declassification actions of ARA/LPD also did not follow
proper procedures. The declassification of the contract on
January 28, 1987, in response to Senator Kerry's request for
copies was not improper. The Coordinator of ARA/LPD at the time
of the declassification had the ‘authority, by succession to the
Coordinator of S/LPD, to downgrade or declassify a document

contract: "Declassified by Robt. Kagan 1/28/86." (sic). The
correct date was 1/28/87. However, other copies of the document
were not retrieved for declassification and holders of these
copies were not notified. Also various other documents which
were classified subsequent to and because the contract was
‘classified were not declassified. On June 9, 1987, following
several inquiries from 0OIG staff, the Coordinator propeérly

established procedures for classifying and declassifying
documents in the future. (Recommendation 16).

facility clearance: the contractor could not have 4 copy of the
contract; and the contractor could not be paid until the
contract was signed. The classification of the contract
probably also gave rise to, and later fed, allegations of -
improper lobbying through use of a classified contract.

Having created the problem of a classified contract with an
uncleared contractor, S/LPD and IBC did not act quickly to
resolve the problem. Four security investigations were begun by
the Defense Investigative Service (DIS) at the request of S/LPD
and ARA/LPD in 1986: February s, April 17, May 14, and July
10. According to DIS reports the first two were terminated

terminated when DIS learned that IBC was not a registered
partnership; and the fourth resulted only in an "interim" '
Clearance, in the tenth month of the contract, but without
permission to possess classified material on the contractor's
premises. IBC was finally granted a Secret facility clearance

While the fault for féilure to obtain the necessary
clearance is primarily IBC's, S/LPD should not haue a1%e._a ..
| : : - 005R001100100001-3
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contractor to continue*to‘perférm on a classified contract
without a facility Clearance. (See Recommendation,lﬁ)g

2. Security violations by IBC and LPD

 During the course of the inquiry several potential security
violations were discovered. 1In responding to our request, IBC's
legal firm provided documents which were marked with the '

documents and neither did the legal firm.  In addition, the (e
documents had been‘commercially copied before they were provided \

the prudent thing to do. The current head of ARA/LPD, on the
other hand, stated that the activities conducted under the
contract were not Classified and that the contract shoulg not
have been classified. He stateqd that this was part of his
rationale for declassifying the  contract in January 1987. _A/OPR
stated that new procedures are now in effect which require all
classified-procurements to be brought to his attention. -

In our opinion, the comment regarding the procurement .-

- officials Suggestion is misleading. as the situation was
described to OIG staff, the Suggestion was made only in response
to comments of S/LPD officials that the contract contained
sensitive information which should not be disclosed to the.

. public. The Suggestion was not a concurrence that the

Nt
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V. RECOMMENDATIONS

responsibilities to adhere to the competition requirements in
the Federal Acquisition Regulation. If deemegd appropriate by
OPE, these instructions may be provided to other contracting
officials in the Department. , :

publicizing propoSed,acquisitions in the Commerce Business Dail
as required by Part 5 of the Federal Acquisition Regulation. I¥

- deemed appropriate by OPE, these instructions may be provided to

other contracting officials in the Department.

4. The Department (A) should direct A/OPE and A/OPR to issue
instructions to the OPR/STP contracting officials to stress
their responsibilities to adhere to the small purchasing
procedures in Part 13 of the Federal Acquisition Regulation.
Specific instructions should be given to OPR/STP officials to
detect and eliminate split requirements proposed by program
officials. : _

preaward:and postaward contract administration functions they
are to perform. Moreover, OPE should conduct @ random review of

- OPR/STP contracts during early Fy 1988 to determine if the

instructions are being followed by the OPR/STP contracting
officials. _ .

6. The Department (A) should direct A/OPE and A/OPR toAissﬁe

instructions on the use of contract audit services for both
preaward and postaward contract actions. Moreover, OPE should
conduct a random review of OPR/STP contracts in early FY 1988 to

contracting officials.

7. The Department (A/OPE in coordination with M and A) should
take the actions necessary to implement_an effective acquisition
the results of the Planning system in early FY 1988 to determine
if it is achieving the desired results. ' -

01-3
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9. The Department (A/OPE) should review the»current delegation
of procurement authority issued to the Foreign Service Institute .
(M/FSI) ‘and determine whether it needs to be modified'to‘ :
preclude “the use of the Registrar's authority to issue training

structure definitive,;quantifiable, statements of work which
identify deliverables and delivery dates. o :

12. The Departhent (A/OPR) should direct OPR/STP to reject -
purchase requirements which lack sufficient detail to develop .
definitive,_quantifiableAstatements of work. e

~'13. The Dep

requests and should include the need to:

- == ,place a high priority_én responding to‘Congtessiohal'
requests, particularly after information has been
promised, ' S . o :

- thbroUghly'diSCUSS, definé,'delimit, and ddcument ﬁhe
~ . information needed to respond to the request,

-- obtain a written request for the infotmatibn, if
~_possible, and - , L : -

== 'périodically folldw4up on comhitments‘to provide

- information, to insure. that requests do not remain open
for excessively long periods. = =~ , ,

15.  The Depar
isrdeSirable to designate L (or any other workin

% - o o : ' S : : 0001-3
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it to affected parties o - o
the outset. pérties'-Particu;arleth°§e iq theiCongtess,'at

16. The Department (DS and ARA) ShOuld*reQuire thét thév

Department's security regulations and adhe

claSsification;‘declassification'Tand< h
requirements,of 1 FAM 920, 930, 940,’920?5

re strictly to the .
ical protection
1960, and 970.
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LISTING OF OFFICIALS INVOLVED IN
EACH CONTRACT

' Order/Contract No. = - - ~ Officials Involved ‘

. 1001-402214 7 L 0. Reich, S/LPD (Requested Order)

" Awarded to: Mr. Gomez -~ - - g . Miller, s/LPD (Liaison Officer)*
1001-402206 ‘ - 0. Reich, S/LPD (Requested order)
Awarded to: . .Mr. Gomez. J. Miller,fS/LPD'(Liaison'officer)*'

S. Canady, OPR/STP (SignedIOrder)

1001-502074 o - . : .
. Miller, S/LPD (Requested Order)

Awarded to: = 1BC' . _ 3
o . SR : - (Liaison Officer)*
_ S. Canady, OPR/STP (Signed Order)
'1001—502356 : ‘ ' o - - F. Gardner, S/LPD (Requested Order)- ’ ~
‘Awarded to: - INSIT - . ... (COTR) ' ' T
, , . R.. Green, OPR/STP-(Signederder)'
1001-402486 - .- 0. Reich, S/LPD (Requested Order)

Awarded to: IBC.: Miller, - S/LPD (COTR) - e
. v Edwards M/FSI (Signed Training Order)
Gardner, S/LPD (Requested Contract)

, (COTR) : : :
Miller, S/LPD (Proposed as COTR but not designated)
Handrahan, OPR/STP (Negotiated Contract)

Garland, OPR/STP (Signed. Contract) . o

1001-502160 ~ . S
Awarded. to: IBC. L

. .

WGG m ong

Reich, S/LPD (Requested Contract from S/S-EX)
Gardner, S/LPD (Requested Contract from OPR/STP)
Kagan, S/LPD (COTR) - ' : :
Blacken, S/LPD (Designated as COTR by S/LPD, not
named as COTR due to:rotation) ’ v
‘Berryhill, OPR/STP . (Negotiated Contract

Garland, OPR/STP (Signed Contract) . -

- Conway, A/OPE. (Ratified S/LPD Actions)

Mo

1001-602066 L
Awarded to: IBC . : :

Cwey o

ANOTE: NG Contraéting Officer's Technical Representative (COTR) was designated
on the urChaSe orders. InSteadr a Liaison Offirer wace AaciAnataA }
‘ = Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO00005R001100100001-3
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Coordinator

Deputy
Coordinator

Deputy
COOrdinator

Administrative -
Officer '

Procurement"

Division‘Chief

Procurement
Executive
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. ~ KEY PROGRAM AND PROCUREMENT OFFICIALS )
- """ INVOLVED IN CONTRACTS WITH IBC AND ITS PRINCIPALS

STAFFING OF KEY POSITIONS IN S/LPD (ARA/LPD) i984~1987

1984 : 1985 ~ 1986
Otto J. Reich ~ otto ﬁ.vReich. Otto J. Reich
: : (to 1/86)

(STATE)

(1/86 - 5/86)

Robert W. Kagan
(from 5/86)

John D. Blacken John D. Blacken “John D. Blacken
(STATE) _ o : (to 5/86)

Johnathan S.'Miller"thnathan S. Miller John Scafe, Acting

__(STATE) S e . (USIA)

Vacant  Francis Gardner - Thomas F. Calhoun ’

Matthew Freedman (STATE) . : (to 12/86) i

~  {USAID) Daniel Jacobowitz o

(DOD)(9/85 --12/85)
Thomas F. Calhoun _
(STATE) (from 12/85)

STAFFING OF KEY PROCUREMENT POSITIONS 1984 - 1987

John Conway : John Conway * Barbara A. Garland,
: (to 6/85) .~ Acting, (to 4/86) -
~ Joseph W. Globe, o - . ‘
.Acting (to 10/85) . | = - .
Barbara A. Garland, Robert B. Dickson
Acting (from 10/85) (from 4/86)
John . Conway, ~ -John Conway, " "John Conway
Acting . Acting (from 2/86)

3

EXHIBIT A

1987

Robert W. Kagan

John D. Blacken, Acting

Cresencio Arcos
" (UsIa)

Daniel Fisk
(STATE)

Vécant
(Daniel Fisk,

" -Acting)

Robert B. Djckson

John Conway
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: : _Exhibit B - Memorandum from Former Coordinator
S .0f S/LPD datea July 17,:;987' . o
' -United States Department of State

-

 Washington, D.C. 20520 )

July 17, 1987

MEMORANDUM

TO: . dIG/AUDVQ Lynn W. Burgéne:'
‘FROM&l 1’Ambéssador,0tto‘J. Reich;

'SUBJECT:"Draft.Répott-espécialfrnquity into the -
' 'Depattmentfs Contracts with'International
- Business Communigations,(IBC) B

_ " The following are my”comméhts on‘Ehe d:aff.teport; I
can only address myself to ‘those management decisions over

which I had an impact at s/rLpp. Several of the
allegations concerning_Department'procedures occurred

after 1 left S/LPD and many do not apply to S/LPD,

I will begin with Page 14 on the teport,,whiéh,is’"'
where‘the'main text starts. . s PR

e ‘Page 14, 1v, Para A.: I wish'toAtake_issué with the
'vstatement.thatv'the need for the burchase orders and

~was questionable in the later periods as S/LPD's in-house .
. staff grew and gained experience." Thisg Judgment jg
Subjective and-erroneous,<and_frankly,-conStitutes

executive7branchfﬁincluding,the President, the vice
‘ President,,the Secretaries Qf.State'and-Defense, the o
-Director of Central Intelligence--the Congress, thefmedia,

and other audiences; demands on this offjce increased. 1p.

- N . AFA‘ A y R‘” : ‘ . CIA R f5t R001100100001-3
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" to be undertaken, was a result of the inability of the
State Department to properly distribute the voluminous
amount of S/LPD materials satisfactorily to audiences in
the executive and legislative branches as well outside of
government,

I would like to add at this point tha one of the
principal objectives of the office from the very first day
wac to help re-establish the credibility of the
Administration's information. When the office was
created, a number of Members of Congress and the media
were publicly questioning the credibility of the
Administration. I am very proud to say that in two and a
‘half years of producing scores of documents, speeches,
‘briefings, issues papers and other materials, not one
factual error or mistake was made in S/LPD materials, 1In
April of 1985 Secretary Shultz told me that, in his
opinion, S/LPD had done "a superlative, an outstanding®
job. This sentiment about the office was not a result of
carelessness or lack of attention to detail. It is very
easy to second-guess the actions of an executive, whether
in the-government or the private sector, two years after
the fact. But the reader should put himself in the
position in which the Administration found itself in the
summer of 1983, when banner headlines in the press too
often distorted or misrepresented the facts of reality in
Central America and of the policy of the United States
designed to deal with the crisis (as the President
correctly called it) in that region of the world. The
"urgency® never passed, at least as far as the President
of the United States and his senior advisors were :
concerned. - In fact, even after I had already left for
Venezuela and taken over my duties as Ambassador, the
President continued to use S/LPD products in his :
successful battle to obtain Congressional support for his
Central American policy. : -

. There is a factual error (in the second paragraph of
page 10 and again on page 14) which states "Coordinator
Reich came to State in December 1983...." Actually, 1
began the public diplomacy activities on July 5, 1983,
~immediately upon public announcement of the establishment
of the office. ‘The Office had been established, as the
report states on July 1, 1983, but I had been designated
- at a meeting of the National Security Council on June 21,
1983. [The possible reason for the confusion in the dates
may stem from the fact that from July to December 1983 T
was still on the AID payroll and in effect working on
detail from AID to State.] The report is completely
correct however, when it states that *lacking adequate
staff, Mr. Reich obtained permission to contract for a

Declassified and Approved For Release 2012/11/02 : CIA-RDP90M0O0005R001100100001-3
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short-term professional services contract in February 1984
with Frank Gomez,...* I believe it is important to state
(in fact, it cannot be overstated) how much this office
was lacking not only in adequate staff, but in adequate
resources of all kinds. As I tolgd the IG Team, I
personally had to ask constantly for resources for what
was supposed to be a Presidential initiative., It took

telephones, typewriters, staff, angd all the other support
necessary to carry out its function. .

One very important element related to inadequate
resources, which had direct bearing on the Subject of this
inquiry, was my constant request for an administrative

example of why we needed such administrative support--

for a State Department administrative expert to be . .
assigned to S/LPD. Even then, we hagd only what amounted
to "TDY" personnel as we changed administrative officers
frequently because of other priorities of the Department.
In fact, over two Years after the establishment of the

slot in S/LPD. This was after a two-month gap in that
position in the fall of 1985, This_timing is very :
important and bears elaboration because it is precisely

eérroneously classified) was negotiated, Because of the

lack of administrative support, I had to turned to a

Department of Defense detailee, an active duty military
officer, to help me with administrative matters. This
officer was an extremely hard-working and conscientious
individual but he had absolutely no knowledge of State
Department Procedures, much less contracting, However, I
had no choice but to turn to himas 1 had already been
designated as Ambassador to Venezuela ang was trying to

administratijive officer. 1 told the Director General that

| ‘ | 01100100001-3
Declassifiéd and Approved For Release 2012/11/02 : CIA-RDP90M00005R00110 .

____________ Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO00005R001100100(



| O S
Declassified and Approved For Release 2012/11/02 : CIA-RDP9OMO0005R001100100001-3

- I wanted to leave S/LPD in the best possible management
condition, Immediately upon his return to Washington, the
Director General did find us an administrative officer,
but this person could not be detached from his assignment
until six weeks later (December 1985). 1In effect,
therefore, we were without administrative support for
another crucial period. It can be argued that the
inability of the Department to provide S/LPD with such
help was an important contributing factor to any .
irregularities which may have occurred in the handling of
the IBC relationship. I think it is a very telling
commentary on the Department's priorities that one and a

-half years later (1987) approximately half a dozen
rexperienced State Department auditors were found to look
into the contract. These individuals‘spent’a total of
-approximately two to three months looking into this
relationship. Had we had just one of these capable and
knowledgeable individuals assisting us with our

the American taxpayer would have been spared the need for,
and -saved the cost of, this investigation.

Going back to the Report itself, on page 12, third
paragraph, it is stated that "in January 1985 the
coordinator of S/LPD was nominated as Ambassador to
venezuela and withdrew from active leadership of S/LPD.*
This is not correct. It would be correct to state that 1
withdrew completely from active leadership of S/LPD at
that time. I had indications since May of 1985 that I was
going to be nominated as Ambassador to Venezuela. In
August of 1985, President Reagan signed the internal
memorandum approving my nomination and requesting FBI and
other clearances. In early December of 1985 I received
the call from the President officially requesting that I
take the job of Ambassador. The last step, in January
1986, was the public nomination of the Ambassadorship and
the transmittal of the nomination papers to the Congress,
At that time, I withdrew completely from S/LPD leadership
and concentrated full time on my confirmation hearings and
in continuing to prepare for the Ambassadorship (something
.which I had already begun to do, concurrently with my
S/LPD duties, in the summer of 1985). :

- On page 16, the report states that the criteria for a
sole source contract with Frank Gomez appeared to be weak
though justifiable at first. As the report iself states
on page 15, I was not familiar with State Department
regulations and I relied entirely on the advice I
received--usually through someone on my staff--from the
contracting office at State. When Frank Gomez appeared on
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the scene, I was told--repeatedly--that,sole source
contracts "were done all the time® and were perfectly
legal. The report also seems to question why Frank Gomez
; received a series of short-term contracts. There appears
to be a contradiction here, in that a Sole source contract
was initially justifiable but not later, as Mr. Gomez
proved himself capable of doing the job even better, I

‘Therefore, I thought that the prudent thing to do from a
management standpoint was to try out Mr. Gomez for a short
period of time. I was very impressed with his performance
and extended the contract for another three months, and,

as the report states we continued increasing.his

abundant in this investigation, we could ask whethe:;
S/LPD's initial contract with Mr. Gomez should have been
for one year, thus avoiding the present aggravation of
having to explain three consecutive short-term contracts;
would that have been justifiable? o

~ On page 17, the report states that by PY 86, S/LPD .
had nine State Department and ten other agency personnel
and that, therefore, by that point the original '
justification for outside assistance as no longer valigd

office's Capabilities. on many occasions, we had
-personnel working until one o'clock in th morning and
through entire weekends, Something that is not common

were., Additional evidence is available from the overtime:
requests for SecCretaries., It is very easy now for people
‘totally unfamiliar with the demands on this office and the
working conditions prevalent at that time to make the

justified. 1Ip fact, it was probably even more justified
in 1985 than it had been in 1983 since we did not know at
the beginning exactly what the demands on the office were
going to be, Moreover, the last contract for IBC, most of
which was for distribution of S/LPD Publications, was made
necessary by the enormous amount of material which the

| ' . CIA ' 100100001-3
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office was pProducing, The materials were simply not ‘
getting into the hands of the people who needed to have
them. The Administration continued to be criticized by
officials in the Congress, the public, and even the press
about the lack of effectiveness in "telling its side of
the story on Central America.® Having contacted the
Bureau of Public Affairs, and having examined all of the.
available avenues open to us to distribute the ‘ '
Department's publications, I came to the conclusion, with
the assistance of other State Department officials, that
the most efficient method open to us was to seek and :
outside source of distribution services. I was told this
requirement could be added to the IBC contract. Once
again, I had to assume that the information I was
.receiving from the Department's experts was correct
+especially since, as the report itself indicates, we were
not told otherwise. _ :

The second paragraph on page 17 is not entirely
correct. It states "when the leadership of S/LPD changed
in mid-1986, the new coordinator came to the same
conclusion and decided to stop contracting with IBC at the

end of the FY 86 contract and to perform the work
in-house.® I recall that prior to my departure for

that he should find some other way to get the job done.
This was not a reflection of IBC's ability to do the job,
it is more a reflection of the erStration with the
contracting procedures. I was noq aware at that time of
the reason for the the difficultiqs with IBC, and in fact,
have only become aware of all of them by reading this
report. I did know, however, that if they were ever going
to get'the job done of getting the material distributed,
-and since the IBC contract was taking so long, that the
‘Department had to find some other way to do it.

b . |

Page 19. Por each example which is listed on this
page as evidence that S/LPD "abused® the process, I have .
to respond that I asked, at every opportunity, whether the
recommendation that was being made to me, by whichever
person was monitoring the contract! and dealing with the
contracting office, was legal and #tandatd procedure, At
eévery step I received the reply that this was standard
procedure and completely legal and "done all the time."
The example of acquisition activities listed on page 21-22
of the report was thought by me atithe time to be
completely normal. I had no reasop to believe otherwise

-
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since, as the report itself indicates, "the OPR/STP
contracting offjices did not challenge the S/LPD actions as
unauthorized commitments.® How am I supposed to know,
when I am attempting to run what was. later described by

seventh floor Principals as one of the most productive
offices in the State Department, that the office upon
which we were relying for contracting advice and
assistance had, in the words quoted in the report, ‘failed

On page. 23 the report States that the sole source
acquisitions were not justified., 1 believe this ig
partially second guessing, but also that S/LPD was let
down once again by the experts in the Department. on
*sole source" as well as the other apects of these
acquisitions, I was told that "this was done all the time®
and that I had no reason to believe that our '

Since none of these contracts were rejected by the
contracting office, I had to assume they were adequate and
proper. ' : B

I would argue with the tone of pages 24-25 in that
there appears to be a question about Prank Gomez' ability
to qualify for a sole source contract, Considering the
condition of S/LPD staff at that time, angd the demands
upon the office, someone with Mr. Gomez' background was
practically made to order.

o

reasonable® price. 1t ig very difficult.tovdetermine Just
exactly what price to Put on the credibility of usg .
offficials., It jg thgregore very difficuit tovput}a Price

| the USG and its highest officials to obtain'understanding
| and support for a particular policy, (the_success of which
| may in fact event a major foreign policy disaster). I

| : mention the above to attempt to put the Pricing issue in

i its proper perspective. FPor example, in 1981, (long

guerrillas were receiving support and assistance from -
'Nicaragua, issued a So-called "White Paper® which reported
extensively on the evidence of Nicaragquan support for the
Salvadoran guerrillas. 1In their»continuing effort to
discredit the Administration's policy, some members of the
national mediga found minor €errors in the multi-page'l981_
report, Immediately thereafter, in order to support their
- own effort, they began to cal] it "the discredited White

| | - . ' 1100100001-3
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Paper.®" This was a very embarrassi inci N
: Sing incident :
government. It took approximately two years totgvgggogés.

periods. (The Congress of the Unj ' i i
order to gnd this discussion-oncelszg ?g?tgillp 1925, o
laqggage into legislation which states that itxpcutgd
opinion of the Congres that Nicaraguan support ;s h
Salvadoran guerrillas is indeed true). When S/Lor cas
created, the experience of the So-called "White ggp:?f was

. 8till very fresh on everyone's mind. One of the very

lmportant areas in which Mr. Gomez assisted us was in

:lnsuring accuracy in some of the papers as well asg in

included in such papers Some

. =LS. people may co
services to be relatively inexpensive. gt i:sigiz ghgse
12e:genszye when one considers the cost to the Gov:m .
o e United States of having its statements ¢ ttqment
questioned by friend and foe alike. onstantly

Thgre is another aspect of Frank Gomez' i
azzhageégpgct on pricing. Gomez was helpi:g :grzowg;:?
Vpih def g grs from Central America whose lives had bee
Conmaniat qobeirsyJo"TEMIeNE oF Wicaragua ang by the "

N j : alvador. He ha
:gfe:§1:ely! I must add!'a number of those ggézgéo::ry H
vhumsn N s with the physical care and feeding of thesé ©
h " eings who gound themselves in a totally stra

ountry and whom in no case Spoke English; they didnggt

have any contacts in the United States, nor any knowledge |

of howvgo eéven get around. I belijeve this would be an

;g::rggz Ealvadgran conflict by the Nicaraguah

Tardencigl. This captured Nicaraguan, whose last name wa

nations tai' changed his story when he was put on U.S ®
e ev1s1on‘and ;aid that he had been 'tortuéeé'
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and "forced” to tell a lie and that he hagd never been
trained by the cubans or Nicaraguans. We know now (and
knew then) that Tardencillas was lying in this latter
version of his story. But the damage to the credibility
of -the USG around the world.had,already been done. -
Tardencillas was returned to Nicatagga,and it took

~Pains to prevent such incidents with our in-house staff,
but on occasion Frank Gomez helped us screen defectors to

The report says that ‘although deliverables were
vaguely defined and reported, the performance by Frank

officials." I would go even further. I would say that we
'enthusiastically' applauded Frank Gomez'.performance. As
I told the 1G team*investigating this relationship, 1
believe that Mr. Gomez performed eéxceptionally well- for

- Government of, for example, something as "vaquely _
definable® as re-establishing Credibility? Or of avoiding
a repetition of the *White Paper® or the Tardencillas
incident? : o : : : ‘ :

, ClaSsification of the.FY 86 IBC contract.' I would
like tq set forth my version of why the FY g6 IBC contract
was classified secret. At some point in the fall of 1985

I stated that 1 had probably given the go ahead for the
classification for that contract. I have no evidence to.
the contrary even today. That is, that 1 pProbably did
tell the officer to go ahead and to through channels to

v ' 001100100001-3
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get the contract classified. The IG report states that
there was no justification for that classification. I
believe that does not take into account the

- circumstances. As I mentioned earlier, IBC was dealing
with defectors on behalf of S/LPD, and keeping that
relationship secret seemed to be a prudent thing to do.

- - Although IBC had been handling such defectors from
practically the onset of its relationship with S/LPD, in
the summer or fall of 1985 we received indications that at
least one of the defectors whom we were handling, Mr.
Alvaro Baldizon, was under a death threat from the
government of Nicaragua. (Baldizon's brother was
"arrested"” in Nicaragua immediately after the defection,

» disappeared, and is presumed dead). We had been advised

. that there might be a hit squad in the U.S. sent by the

 government of Nicaragua to assassinate Baldizon. I
therefore requested protection for Mr. Baldizon from the
U.S. Marshals. They provided this service but, much to
our surprise, proceeded to charge the Department of State
at the rate of approximately $8,000 a week for
round-the-clock protection for Mr. Baldizon. I received a
call from S/S-EX stating that we should sever the contract
with the U.S. Marshals because the Department simply
“"could not afford it," that the Department did not have
the funds to provide that kind of expensive protection for
Mr. Baldizon. At that point, one could say that S/LPD was
really in a bind. oOn the one hand, a defector had trusted
his life to the USG and on the other hand, the Department,
in effect, washed its hand of this individual. We have to
understand that when people trust their lives to the UsgG,
we have a moral responsibility and cannot discard that
responsibility simply because the U.S. Marshals decide to
charge $8,000 a week to guard that person. At any rate,
when the Department told me to sever the relationship with

- the U.S. Marshals, I asked Frank Gomez if he could help

- take care of Mr. Baldizon. Mr. Gomez said that he coulgd,

.and as a precaution, proceeded to move Mr. Baldizon around

. the Washington area from hotel to hotel as well as to feed
him and take care of his basic human needs. Earlier, we
discussed the matter of what constitutes appropriate L2

. Pricing for a contract such as this. I would be very
interested in knowing how much the services provided by
Mr. Gomez on behalf of the Department of State, in taking

his head are worth to the USG. 1If the security alone for
such an individual is worth $8,000 a week (or $416,000 a
yYear), then was the contract that was being negotiated
with IBC for approximately $10,000 a month (in addition to
the distribution_services) adequate or appropriate?
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: I object to, and disagree with, the Characterization
of the statement on page 69 of the report that the reason
for classification for the contract was "to restrain
competition." I do not believe that was the reason why
the contract was classified; I have stated why I believe

the contract was classified. I believe that if the

‘information we had received about Mr. Baldizon was

correct, that is, that he was under threat of .

assassination, and if that assassination had been

security. If we cannot care for these people, then other
potential defectors, who may have even more valuable
information, would probably, human nature being what it
is, at least think twice if not actually change their
minds, about defecting to the U.s. If1 may add my own
unofficial recommendation to this_repoort, it is that the

USG establish a better system than presently exists for

Page 44( bparagraph 2. The allegation'regarding the

‘training order Placed through FSI was a surprise to me. I

was under the impression that the training described in
the order hag indeed taken place. I will be interested in
knowing if there is a plausible explanation of this case,

. In the meanwhile, I fully agree with the two

recommendations of the IG report on this issue. I hag
never heard of a "self-certification® system of pPayment
and find it inadequate. 1 would like to point out,

‘however, that this event also occurred at a time when

S/LPD had no administrative support. Our aid detailee who
was handling this contract (and all other administratjve

matters) left in late August 1984 and was not replaced for
several months, This-obviously contributed to the

confusion on this contract. One additional_factor which

may be relevant: it bears remembering that s/Lpp did not

deal with "normal® issues, Invthis.particular_instance,

| ' | y 100100001-3
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for example, the Principal counterpart in the government
of El1 Salvador with whom Mr. Gomez dealt, a Lieutenant
Colonel Cienfuegos, was assassinated by the communist

~guerrillas just six months after the time in question

(March 1985). The opinion of both USG and salvadoran:
experts at that time was that the guerrillas had killed
LTC Cienfuegos precisely because he, and his office, had
become too effective in dealing with -the international
press. Their response was to shoot him through the head
and drape him with a red flag with the querrilla
movement's initial on it, As I said, this may or may not
be relevant, but that is the environment in which we

operated. :

L

L

Page 53, Para D: Lobbying activities. The first

: paragraph appears to be contradictory. The first sentence

states that "although allegations were widespread, there

"is no evidence that S/LPD staff or IBC personnel S

contracted with the Department participated directly in
any unlawful lobbying.® I agree with that. The next
sentence states "there is considerable evidence, however,
that S/LPD conducted and Participated in activities which
came close to prohibited categories, and were interpreted
as illegal by some observers.® I do not understand who
these anonymous "observers® are and why their
“interpretation® should have any weight in this report. I
believe this last sentence should be struck. - As the
report indicates, the Department of Justice looked at the
allegations and found that the activities of S/LPD were
lawful. The opinions of the unnamed observers are,
therefore, irrelevant. .

The report also states that *while S/LPD did not

- violate the lobbying statute, there is considerable
- evidence, however, that activities were carried out which

are very close to the line between authorized informing
and unauthorized attempting to influence." I object to

‘this statement because there is absolutely nothing wrong
‘with coming "very close to the line.®* I do not know which

*line® this report is talking about, but if that ®"line® is
the law then it should be very clearly stated that S/LPD's

activities were all within that law. As the report itself

indicates, S/LPD management went -to great pains to ensure
that all our activities were within the statutes. »

The report then goes on to say something very
strange: "Among other things the S/LPD coordinator and
staff travelled and Spoke extensively on the merits of the
Administration's Central American Policy." I really do

'~ not understand what this statement is doing in this

Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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report. State Department officials constantly travel and
speak throughout the country on the merits of any
Administration's foreign policies ang there is nothing
wrong with that, - In fact, there is an entire bureau (the
Bureau of Public Affairs) designed to organize such travel
and speaking engagements. That statement is confusing and
gives the wrong impression. ' - .

Perhaps this would be a good time to point out that
one of the reasons why S/LPD was created at such a high
level (the National Security Council) was because, in the
opinion of the highest policy makers of the USG, the State

communicating to the American people the Administration's
policy objectives in Central America. . The Bureau of -
Public Affairs at the State Department and other Executive

. Subsequent conversations with the President, the Vice
President, and a number of Cabinet Secretaries, I was able -
to personally.confirm that sentiment. CoL :

The report states that S/LPD "subsidized® . R
publications supporting the President's Central American
policies. This is a very strange statement. We not only
*subsidized" publications, we confess to Paying for them,

This was clearly within our mandate and within the law,

and for which there is great public demand. If the United

reality; howevet, isﬁfhat the ptesS'aIWays has the last
word on any debate. (As I am sure it will have on the
subje¢t of this report.). - L I '

In addition, I would-like'to’point out that,

| n Derclassified and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001 100100001-3
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On pages 56 and 57, an example is given of what is
called ®"evidence that LPD participated in a group with
other organizations which conducted activities which LPD
would have been prohibited from performing." I will state
again what . I stated to the IG Team: This example is
irrevelant. The paper from which thig example is taken
was not prepared by anyone in S/LPD nor, in my opinion, by
anyone in the Department of State. It was probably one of
the literally hundreds of pPapers which S/LPD staff picked

half years. I do not know who brepared this particular
paper, but the inclusion of these eéxamples in this report
;may give the reader the impression that S/LPD in some way
~condoned or coordinated the activities listed.

Finally, I would like to point out two things on
behalf of the "senior military advisor® who is alleged to
have committed an unethical act,. First, he was not the
executive officer from June 1985 to June 1986, but rather
only from September 1985. This is important because he
was not .in a position, as the report states, to v
"influence® S/LPD's decision to contract for the services
of his sister. Second, from the very outset, he disclosed
the kinship and Separated himself from management
decisions affecting his sister. There is enough character
assassination taking Place in Washington right now without
the Department unnecessarily Participating. in any.

Conclusion: S/LPD was created largely in response to
criticism in the Congress and the media that the
Administration was not *leveling® with the American people

cover-up for lack of information, rather than an effort to
protect sources and methods. When S/LPD was created, one
of the first tasks that it undertook was an attempt to

enormous amount of intelligence available and which did ‘
Prove we were being truthful. This task was accomplished
due to the cooperation of almost all (there were some
notoriously tight-fisted ones) members of the intelligence
community. It should also be pointed out that S/LPD was
an experimental Program. It was the first and for almost

Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R00110010000



. S S S S » e 4
Declassified and Approved For Release 2012/11/02 : CIA-RDP9OM00005R001 100100001

-15 - | -

EN D L
BETL L

two years after jitsg inception the only Office of Public
Diplomacy in the State Department (or the Executive
Branch). As a result much of what the office dig was
brand new and did not have precedent. The three principal
areas in which it operated were (1) information gathering,
(2) information processing, and (3) information =~
dissemination. In each one of these areas I believe that
. we broke new ground, such as for example, in enhancing
cooperation with the intelligence community for
~accelerated declassification of information; or by
obtaining unclassified information which corroborated
classified information which could not be declassified,

executive branch was also available to Members of
Congress, members of the Press, and as much of the public
as was interested in that information, It was this last
effort at distribution which the final IBC contract
attempted deal with. The bulk of the IBC PY 86 contract
was for distribution services. It must be reitereated
that that is not the reason why the contract was
classified; as we know, the contract was classified .
because among the other services at IBC was the'handling
of defectors from Central America, some of whom had a
price on their head. ‘ *

publicapion *Nicaraguan Militarvauildup and Support for
Subvgrs1on.'- It goes without-saying that for the
Prgsxdent.of the United States to use one of the first

completed in just a few months, was a great source of
pride and satisfaction to the staff and it eéncouraged us
to continue our efforts. 1In addition, there were other
instances when, as S/LPD Products became more and more
sophisticated ang re;ied upon, that there were additional

. . N - -3
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cases, we simply provided the information to an
intermediary offjce or bureau of the Department or the
White House for transmittal to the eng users. It should

Iran-Contra investigation is costing, and for the same
reason: because "the people have a right to know.®*

I accept responsibility for that which is my fault, : :
+I Wwas in charge of the office and if there were any -
?technical,violations, then they happened on my watch.  But

I was given to believe hat there was an entire team of

- experienced contracting, legal, administrative, and other
officers supporting my office. It is not coincidental
that the principal issue in the investigation, the '
contracting procedures and classification of the final IBC
contract, happened precisely during a period of three
months in which our office did not have a single State

of September to December 1985 when I had to rely on an : ' |
active duty military officer on detail to the State '
Department to help me try to untangle the jumble of

requlations concerning contracts. This was not fair to a

military officer with no experience in State, performing a

job for which he was not trained and which he did not

expect to do when he was assigned to the Department of

Although S/LPD was indéed one of the smallest offices
in thexDepartment, it was also one of the most
productive., At least that was the opinion of the

This was also the position, as expressed to nme by

other Seventh Floor Principals, two U.s. Permanent

-~ Representatives to the United Nations; the late Director
of Central Inteélligence Mr. William‘Casey: the Vice '
President of the United States; a number of Senators and
Congressmen: U.s. Ambassadors to Latin American and
European countries; three advisors to the President for
National Security Affairs; a number of superiors,

. ‘ | 00100001-3 ;
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colleagues, and Eﬁ;{;;4 ‘L S | '
Ague | te sector people w inions I
value; and finally, the President of thehgzgt:g;gtgggéron

“my duties as Ambassador to Ve
ience i 5 Venezuela, 1Ip ;
:?gir;:n;elis-a"Y indication, 1 believe’thgzcgéelfai/LPDJS
many la e€ll served by reducing the number of pe payer
Y large Executive Branch offices and havingPt;::ngzéO;n
: ! e

-

m . ; .
ore cost effective and Productive. I realjigze of course

V.
-~ . Other than the fact that ith ' 1t of the
b . : : ct + With the benefj .
 1;2gg$ggth:3;¢h ;hlslreport_prov1des,‘I'amnngztaggtth:' |
e poul ‘ett"pald more attention to the lack of'sue Ret
. 3bsolut‘? tting from‘the rest of the Department, Pove
~absoly ely no regrets about my management of S/in have
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. of 'ARA/LPD dated June 25, 1987‘ ; 7
' L United States Department of State

Exhibit C = Memorandum from Coordinator

Washington, D.C. 20520 -

June 25,vl987

MEMORANDUM

TO:  0IG/AUD - Lynn W. Burgener
FROM:  ARA - .Rober't»w.f.xagén'M

SUBJECT: Comments on IG Draft Report on IBC Contracts

require comment, .
~ Classification and Sole Source Procurement Without §
Proper Justification. oOn Page 2, and in other references
throughout the feport with regard to classification of the
FY 86 contract and the sole source justification of other
cdntracts/purchase'orders, the report States that the
contract was improperly classified *without = KR
justification.® This implies that no justification was
submitted, which was not the case. +Justification of the

personnel. Recommend that references be changed to
‘indicate that-claSsification*and Some sole source requests
were approved 'without»adeqUate Justification® rather than
implying that no justification was submitted, I
Staffing. The Leport discusses the yse of purchase
ordersvtp.OBtain,short-term expertise-andﬂpersonnel-when
the office was first being formed. . In pursuing the logic

sufficient talent *in time to meet the Coordinator's
erceived.(émphasis-added)-urgency;' The use of .
*perceived" indicates that urgency existed only in the
~mind of the Cooordinator. ambassador Reich was selected
~ to establish a neyw office in order to work one of the
vAdministration's top foreign policy issues. He could not
~hope to accomplish his Job without an adequate staff. .
. Recommend .that Statement be changed to read, "the needegd

fied and Avpron 2/41/02 100100001-3
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Lobbying. On pages ‘3 and 4 and on. pages 53 and 54,
the report states that LPD did not participate in lobbying
activities but that it often operated "close to the line"
‘between authorized *informing® and unauthorized
"attempting to influence." Specific reference is made to

- the extensive travel and speaking engagements of the
Coordinator and his staff. While not so stating, the
report seems 'to imply that such Speaking engagements may
have been a questionable activity. We do not believe this
to be the case. The office was founded'because_public
opinion polls showed that the public did not understand
Central American issues and events nor did they understand
U.S. interests and policies in the region. The major
focus of LPD has been to inform the public in the belief
that a public which is well-informed and follows the

“issues will support the policy. One of Ambassador Reich's
major objectives was to increase public awareness of the

3significant foreign policy issues in Central America and
to raise the level of public debate on those issues,

- Ambassador Reich and his staff became recognized as _
respected, authoritative sources who were sought after by
both the media and private organizations to speak on the
issues. The Coordinator must be able to speak out on the
issues and to explain the policy. We do not believe that
the report should imply that public and media speaking
-engagements or the production of documents may in some way
constitute an improper activity.

Conduct of Classified Activities by IBC and IBC
Possession of Classified Documents. The report
unequivocally concludes that there was no real ‘ o
Justification for the Secret classification of the Fy 86
contract. However, on page 64, in a critique of prepared
press quidance, the report states: *rThe inference that
IBC worked only on unclassified activities pending receipt
of its ,security clearance is erroneous. The records show,
and anyone familiar with the contract should have known,
that IBC was conducting allegedly ‘classified' activities
before receiving its clearance and, in fact, had completed
all such activities before receiving the clearance."® '
Either the activities were classified or they were not.

If they were, then the contract was correctly classified.
If they were not, then Department representatives should
not be criticized for saying that classified activities
were not conducted under the contract. It should also be
noted that the press guidance was prepared after the
contract was declassified. '

Déclassifiéd and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001100100001-3
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The quoted statement implies that anyone familiar
with the contract should know that IBC was conducting
"classified®” activities. The statement of work included
many activities, some of which may have been classified .
and some of which obviously were not, €.9., distribution
of LPD publications. The report implies that because the
contract was "classified" any activities conducted under
the contract were by definition "classified.® After S/LPD
became ARA/LPD in the spring of 1986, the only substantive
service provided by IBC was related to distribution -
services. This work was not classified. .

The press guidance stated (page 63) "Procurement
regulations allow classified work to be performed in such.
cases pending the receipt of the Security'clearances'
necessary to allow the signing of the contract.® This
statement may not be correct. If procurement regulations
do not provide for this situation then the press guidance
was incorrect and misleading and the report should so
state. However, that is considerably different from
implying that Department personnel knew that classified
work was being done, but failed to acknowledge it.

The statement discussed on page 64 and statements
regarding the IBC possession of classified documents on
pages 73 and 74 apparently refer to~the_'Chronologica1

- Event Checklist,® dated March 1, 1985, which is quoted on
‘page 57. When the IBC contract became a public issue,
ARA/LPD requested that. IBC provide appropriate files on

-, IBC activities under the contract. 1IBC provided a
notebook containing various memos and status reports on
February 11, 1987. . several Chronological;Event o

. Checklists, which were stamped Confidential, were in the
inside jacket pocket of the notebook. No one pPresently in
ARA/LPD had ever seen these checklists before. wWe are not

- aware of inspectors finding other copies in normal LPD
files other than those provided to ARA/LPD by IBC in
.February 1987. To our knowledge, there ijs no evidence
that S/LPD gave those checklists to IBC. 1t is unlikely
that the checklist was developed at S/LPD since, as
quoted, the document refers to State/LPD rather than
S/LPD. The report should say that it ijs unknown, or that
the IG was unable to determine, whether these checklists
‘were provided to IBC by LPD personnel, '

ARA/LPD was not aware of work that IBC was conducting
for other clients, some of which may have been of a
confidential nature. “In the opinion of ARA/LPD personnel,
no classified work was conducted for LPD under the FY 86
contract. If IBC was improperly doing classified work for

others, it does not follow that ARA/LPD personnel "should
have known® about it, : : :

k ' ' Declassi.fied and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001100100001-3
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' Declassification of Conttéct T je 7 |
. ' + On page 7 '
dl§°9s§§s-th9 declassification o the.cgngracgfa:ge report
crxtlci;es the way in which the declassification was
accomplished. ' These criticisms are valid; howevet;'ii-

- The report states on page 72 that, "We belieQe'thati

-the method of declassification indicates that the involved

officials did not give much ¢ ' '
i . : redence to the ! i
security’' contention in their earlier classif?Z:éggsl

‘Justification statements.” This
. cat tem . statement impli
the officials who declassified the contract agéligoggaSho-

submitted the original justifi i
e gina fication statements
and the same. This is not true. The decision t:egfaggffy

- was made by members of S/LPD; none 1ch
was S 4 . PD; of which are wi .
- ARA/LPD.: The contract was declassified by Robgr:tél;Kzssg B

who was not affiliated with AR i

: _ | A/LPD until Ma :
Mr. Kagan is on record as stating that he dogslggg.th"k
the contract should have ever been classified R
Declassification was accomplished by Mr.fxagaﬁ 'with'th‘
concurrence of the Legal Advisor, based upon tée beliéfg

- that activities conducted '
, act under the contrac -
classified and in an attempt to be as tespg;g:s:eagqt

pqssib;evto Congressional and media inquiries

Declassified and Approved Fo'r Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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10: - OIG/AUD - zLyﬁn W. Burgener
 FROM: A/OPR - Richard C. Faul

SUBJBCT: 1G épecial Inquiry  - IBC

- contract with IBC.  The report places the

‘where ‘I believe it should rightfully fal}l.

- classification or sensitivity of matters within .

‘now in place that require all class
brought to my attention.) | - .
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'Exnibit D-Memorancﬁm from A/OPR, dated June 23,

' Washington, D. C. 20520

o e 23, 1987

I have carefully read your draft report on the _
International Business,Coﬂmunications (IBC) and make the .
following observations. I strongly believe that the report
underemphasizeS‘theﬂamount}of pPressure, high level involvement -
and national security emphasis that were used to warrant said

with the Contracting Office and not with the Program Office,
ve v This is not to say
that OPR/STP/P is without fault; on the contrary, we have
recognized our problem areas and have made a herculean effort
to rectify our procurement weaknesses. My fault with the
report may be in that area most of all, The recommendations on

 the whole are nothing that, OPE and STP have not already been
‘working on or are in'plaCe; Yet, no mention of that in the o
‘ report. - - ' Lo .

1 would now like té»do a page-by-page responsé to your
report: : . ' y . T S

(1) ~Page 2 - Last Paragraph
o . 'P.0.s/conttactsnmisménagédf: This reférs to
impropet'plassification'toiavoid competition., This point

confuses ‘the issue. Contracting officers are obligated to rely
on the judgement of program personnel with regard to the

the program office.. Only if the contracting officer has reason

-to believe-that:the program offices! statements are false~or
_misleading is the contracting officer obligated to challenge

such a determination. . This, of course, was not the case_in'the,
IBC matter, The contracting officer had a reasonable basis to
believe that a requirement from the Secretary' I

element, S/S-EX, or memos tésking-the'Department-from the

.National»Security Council could very well be clasSified,'and
therefore, in our,opinion,‘écted_propetly'to withhold release

from the Commerce Business Daily. (FYI: New procedures are

sified procurements to be

ssified an 4 Fo /11/02 01100100001-3
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(2) Page 18 - First Paragraph | .

OPR/STP officials "condoned and assisted in the
commission of unauthorized acts": The Procurement Division
staff was grossly understaffed during most of this period.
Nevertheless, when Program Offices provided adequate leadtime,
documentation suitable for competition and sufficient support
to identify sources, countless successful competitive
pProcurements were completed. In this case, the Program Office
exploited the situation by entering into unauthorjized
commitments, selecting the Source, deciding upon dollar amounts
and relying upon the contracting officer to correct the.
situation on an urgent and compelling basijs to facilitate
payment. By using the Office of the Secretary as a

~Justification , the contracting officer was pPlaced in a '
position of extreme duress, especially when national security
issues were cited as. a basis for immediate action, The early
procurements, which even the S/1G report Suggests were
justifiable, then served as a precedent. The record suggests -

and therefore became subject to more detailed contracting
reqgulations, the contracting office increasingly attempted to

force the Program Office to comply with the Federal Acquisition
' Regulation. -

- (3) Page 32 - Paragraph 1

* no attémpt to seek competition or draft a synopsis v
on the final contract"®: Clearly, no attempt was made to secure

indicate,theirrwillingness to provide data in direct conflict
to all previous submissions. There is no reasonable basis to
suggest that the Program Office would have eéver considered any
alternative to IBC. -

There is also no basis to assume that the contracting
officer would have drafted a proposed synopsis, when the
program office was invoking national security issues involving
potential'life-threatening issues, = : '

(4) Page 32 - Paragraph 4.

Split Requisitions: The S/1G report properly
indicates that *s/LpD officials were controlling this process
by splitting their requirements®, but inaccurately indicates :
that all of. these contracts/purchase orders were "continuations
of previous services®", and that 'OPR/STP_contracting officials
did not attempt to stop these S/LPD practices."

, . -
- Declassified and Approved For Release 2012/11/02 : CIA-RDP90M0O0005R001100100001
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 Clearly some of the documents support the S/IG findings;
however, the following should be considered:

. (a) The two early‘phrchase-orders to Mr. Gomez were
awarded by OPR/STP covering work from February through July,
1984, . . , S

_ (b) The next_order (listed on Ppg, 11) was to IBC and was.
awarded by the Foreign Service Institute and was unknown to the
' OPR contracting officials. Co , N :

(c). A purchase order was issued‘td_IBC'by OPR/STP
'(Purchasing)'covering work done from October‘through-DeCember,v

(d) A contract was issued to IBC by OPR/STP (Cont:acté)v
- covering work performed March through September, 1985, S
'(e)v A purchaéé order was issued by.a,pteviousiy[

uninvdlved7purchasing agent to the Institute for North/South
issues in September of 1985, o - : S

(f) [The_fihal contract wés'awarded by QPR/STP (Conttacts)

to IBC for a one—year.period,vending in~Septemberrof 1986. i

‘ The S/IG Report suggestion that OPR/STP did not. challenge
. S/LPD's actions may be based upon the flawed assumption that
there was sufficient time and organization available for this
purpose. This was not the case. S/LPD knew what it was doing

and as their requirements grew 1n_magnitude,,they were : :

and fragmented series of events and challenged them is not.

realistic, based upon the organizational structure. and time

.factorsvinyolvgd. o o L :
(5)"Page 37 - Patégtagh 1

. Ref: responsibility detérmination on the 90K
 conttact{ and the Suggestion that later delays on the security

N or 1 » ' 100001-3
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While additional research could have been performed on the
90K contract to determine IBC's responsibility, the Contracting
Officer relied heavily upon the'previous,50ccessful,perfozmance
of the contractor on Department of State projects, Such
reliance is not uncommon, and the contracting officer may have
pursued the course recommended by S/IG only if there was some

reason to believe that a problem existed.

(6)"page 38 - Postaward Administtation'... Last Para

..the timeframes are not unusual, as post award
audits often take months to schedule and complete,: ~ In fact,
the Procurement Division had involved S/1IG early on in the case
of"the 276K contract, by requesting a pre-award audit. This,
along with the security Clearance issue, was the reason that
‘hegotiations could not commence until August 1986,

In the fall of 1986, OPR/STP was havily involved in
the procurment of over 1600 orders for ‘recurring services®
That took precedence over post award matters, These services
involved a wide range of services criucial to the performance of
the Department of State mission., It is not uncommon under such
circumstances to set priorities in favor of new awards, L
especially when all of our rights are preserved in the post
award audit. : ' ‘

(7) Page 42,‘g£evious1y }eported problems

«ees In fact, the problems reported in the current review
have been existent for many years. 1In response to the 1979 and
- 1983 audit reports, OPR/STP attempted to address the concerns
cited therein. In fact, the A/OPR consultant studies on N
internal controls and the organization of the Procurement
Division, conducted by Watson Rice Co. in 1985, were in :
response to the 1983 findings. A separate management study was
also conducted by A/OPR during. 1985 to analyze staffing and to
 propose a new organization. : o

As a result of this effort, a complete overhaul of the

Procurment Division took place in 1986, " Attempts to share the ,
many initiatives.currently underway in the Prqcurement‘Division

already been Put into place. For instance, the following
Corrective actions are in place or are well underway:

: (a) Complete realignment to prbvide management controls
throughout the Division. ‘ . '

.

: _ : s
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Twelve management and superv1sory personnel will now monitor
and direct activities in the Division. This is in contrast to
the three personnel in place during the period in question.
Most of the twelve personnel are in place or will be in place
within the next few months. These personnel are experienced.
contract professionals with the training and background to
prov1de the leadership required to prevent a reoccurence of the

~situation which exxsted during most of the IBC matter.

(b) A deta11ed system of wrxtten guidance and procedures
is well underway to establish uniformity and compliance with.
the latest FAR and statutory requirements. This system

‘includes a Project Officers' Handbook to provide written

guidance in standard format to all requiring activities;
Procurment Division Memoranda providing internal guidance to
contracting officers; and, a new contract file system with a
totally overhauled procedure for tabs and indexing.

(c) A Contract Review Board, comprised -of senior Division
personnel, to review all new contracts and modif1cat10ns
exceeding $100,000. o

(d) 'An extensive emphasis to professional development,
including the completion or scheduling of 55 courses for
personnel assigned to the Procurement Division.'

(e) An author1zation to h1re an additional 26 personnel,
which has been continuously underway since June 1986. Division
personnel assigned now include 47 direct hire personnel, with
17 contract personnel who will be phased out as add1t1onal
direct h1res are brought on board.

(£)- The effective applicat1on of management technxques.‘
The Procurment Divison is currently operating on a well
thought-out planned system of goals and objectives. Through
the use of effective management principles, regular meetings

" are conducted with all supervisory personnel to insure

compliance with current requirements. Performance is measured
and monitored through the use of a management information

system, prev;ously developed but not fully utilized_until now.

'(8).'Page 50 - Refi»reaSOnableness of price

.o The incurred cost audit is being performed at
the request of the Procurement Division. It was S/IG that
conducted the original audit also, at the request of the
Procurement Division. OPR/STP is well aware. of the safeguards

and uses the audit tool extensively to insure that costs are
properly managed

Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO0005R001 100100001-3
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procurement process Suggests that even with additional contract

'administration by OPR/STP, proper management of the contract
would have been difficult, '

(9) Pége 63 - Last Paragraph

_ «+«. The statement should be attributed to the
originator, or at least they should indicate that no one from
OPR/STP ever made such a st2tement. We were adamant about the
Security issue and never did anything but go by the book. It is

|

|

|

\

|
to the Hill. Every initiative to rel
the Procurement Division, including p ‘
‘others in the department and outside : |
docurments released. Whenever we developed a Package for _ |
release it was always our personnel who walked the hall
to get coordination from L, H, ARA, IWG, etc. The initjal
response to the February 10 meeting was delayed because of a

(11) Page 70 ... It should be clear that the OPR/STP
contracting officer tried to control the 90k contract by

refusing to extend. Also, the contracting officer did not know
that an extension would be required, until August 30, ,
Néw award,the lead time would be about 180 days under the best
~circumstances. Therefore, it should be clear that the Program

(12) Recommendations --+ Corrective actions have ' !
already been 1dentified, and in most cases, have been '
implemented. In fact, most actions were taken prior to the
inquiry:thus, we feel that the recommendations are without

merit, and only redundant. - While A/OPE can codify them ang
provide Department-wide guidance, we have not delayed or waited
for such guidance to implement corrective actions.

o ) )0100001-3 )
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The IBC contract issué‘is reall. 11 4 at :
1e IBC ‘ Y a manifestati
?::2§e:R§;gggem. Iglreality, the practices of Sﬁt;gn;gfazdfa:
;- -~ reflect a Department-wide failuyre o
resources wisely. The Program Office knew the rsie:oagg::gev
::gmpet1t1ve and sole-source ptocurements,Venough to know that
' eZ wanted a sole-squrce procurement in each Separate -
| ;g:r:ngz.ndThey provided documentation to sSupport every case
> feason to believe, in retrospect, that f 3
| have! upon advise of the contracting officer:'ch::g:ge{h:?gld

. issues of a sepsitive/classif1ed nature involving the Nationai_

RS ENSLE P
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Exh’ibit E - Mémorand’um . f_rdm' A/OPE dated June 26, ,1587 o

‘United States "Dépa_rt_meni of State

e Assist‘an}_ Secretary of State
. EP TN " for Admini.n_rdtion' :
- Washingron, D. C. 20520 . ,
Office of the Procurement Executive

‘Room 227, state Annex Number 6

June 26, 1987

- MEMORANDUM

TO:  OIG/AUD - Mr. Lynn W.. Burgener
'TEROUGH; A/EX - ack Py Jenkins
FROM: - A/OPE /% A —

. SUBJECT: ?Drgft_aéporfv- Special Inquiry into the - = :
o _ Department's'Contracts'with International_Business;
Communications ' : S B o

,'pttached»ate my
rtment's contracts

- Thank you for allowing me the opportunit
report while it is still in draft. Sho
- questions with respect to my comments
on 235-2352. Also thank Mr, John Pay
so that I ?ould,coordinate ou

Y to comment on the
uldvyOuvhave_any’ -
¢+ 'Please telephone me ,
ne for a time extension
[ response with A and A/OPR.
Attachment:

As stated

- cc:vA’f Mr;_Dpna1d Bohthérd (memo'only)'

i
1_

o N : 1001000013
| . Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R0011001000C
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A/OPE Comments on OIG's Draft Report -

Special InQuiry into the

Internatzonal Business Communzcat1ons and

|

Department of State s Contracts with R o ‘

|
Its Pr1nc1pals

'June_ZZ, 1987

RThe Off1ce of the Inspector General (OIG), at the request ofr

the Secretary, performed a specral 1nqu1ry 1nto Department of

~ (IBC) and its principal off1cers.

|

, ﬂ

State contracts with Internatxonal Busxness Communzcatxons v o |
On June 10, OIG prov1ded to*

: |

A/QOPE a copy of its draft report, with a request for wrxtten

comments by June 24.' Th1s memorandum transmxts A/OPE s

comments on the report, 1nc1ud1ng responses to those

recommendations d1rected at A/OPE

'A/OPE does not take 1ssue w1th the f1nd1ngs presented in the‘

report, except when OIG declines to make any recommendatxons

‘ wrth respect to the need for the latter IBC contracts, after
'Vhavrng stated that IBC was performxng work that S/SPD s |

in- house staff should have been able to perform (page 17)

A/OPE dxsagrees with the OIG statement that such a 51tuat1on 1s%~1

not a matter for recommendatlons, partlcularly s1nce that

determlnatlon was 1dent1f1ed as a spec1f1c obJectlve of the"

1nqu1ry (pages 6 and 7) A/QOPE strongly‘objects to OIG s

Declassmed and Approved For Release 2012/1 1/02 CIA RDP97QI\7/IQQOO R001100100001-3
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statement (page 17) that “[a]s long as funds are avallable,
the program manager can obtaln those funds, contract resources

‘can be 1ncreased. Taken at face value,

used to Justlfy ma551ve year -end spend1ng..

otherwise, A/OPE consxders the report to be thorough and fa1r

The report contalns 16 recommendatlons, of whlch e1ght (numbers'

-2 through 9) are d1rected to A/OPE'

l 1s w1th1n A/OPE s purv1ew. Prefatory to its responses to

these recommendat1ons A/OPE offers the follow1ng comments for

OIG's con51derat10n

Igtrgdugtgry'comments ‘

- One ma1n f1nd1ng of the report is that contract1ng off1c1als 1n~'

OPR/STP fa11ed to enforce the1r legal and regulatory

rrespons1b111t1es.; Because the report covers only one program,

'however,‘1t does not address the larger 1ssue of the ab111ty of

all Department contractxng off1c1als to enforce thelr

'author1t1es.' If contract1ng off1c1als can be faulted in

general ‘it 1s perhaps for accommodatxng Department

unw1ll1ngness,

1nc1ud1ng at the upper levels of management to

Too often when contracting off1c1als
have attempted to res1st improper contract1ng,

they have been“

steamrolled“ by a system that is 1nd1fferent to the1r legal

‘ ‘ 0100001-3
Declassmed and Approved For Release 2012/1 1/02 : CIA RDP9Y0MO0005R00110
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report would be a pol1cy statement, s1gned by the Secretary,
acknowledglng that Department contractrng offxcxals have these
legal and regulatory respons1b111t1es and the authority to

execute them (see OIG recommendatlon l)

_The report f1nds that OPR/STP/P contract1ng off1c1als did not

perform adequate contract admlnlstratlon. For preaward

. contract admznlstratron, A/OPE finds that the problem is not a

lack of 1nstruct10ns, but a failure to perform. Problems w1th

'_postaward adm1nlstrat10n, however, result from other
crrcumstances As OIG reports, this problem was reported by

_ S/ldvin 1979. S/IG supported 1n writxng a request by OPR/STP/P

for 12 p051t10ns, 6 of whxch would be used to bu11d a contract

adm1n1strat10n functlon.' Thls request ‘was denled 1n the revxew

process. In 1983, S/1G reported contract admznlstratlon as

deficient and again OPR/STP/P's request for. contract

'admznlstrat1on staff was denied in the rev1ew process

-3-
and régulatory responsibilities. A pos1t1ve result from this o
"OPR/STP/P has contlnued to assxgn some postaward contractv.'
_ _'adm1n1strat10n functions to the requlrements offlces.' Under 1
‘these c1rcumstances, coord1nat1on is d1£f1cu1t between the
contract adm1n1strators and the contractlng off1c1als Th1s |
' does not excuse the lapses 1dent1f1ed by OIG, 1t only attempts
‘to clarlfy the h1stor1ca1 aspects. A/OPE will work with

Department contracting act1v1t1es in both f11e documentation

1-3
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and procedures to strengthen the areas of contract
*administration, to include critigues of files (see OIG

_.»recommendations 5. and 6)

”If Department contracting offic1als are regarded as ordering
.clerks, it is because that is the way the Department wants )
~1t.‘ For example, to ensure proper acquisition planning, which
“is covered in the report, contracting officials should
.participate in the budget process for each Department office
that requests the acquisition of supplies or serVices, as it is
‘at that p01nt that acquiSition strategies should begin (see OIG
recommendation 7) This does not happen now, both by lack of
consxderation for procurement planning in the budget process

~and, heretofore, a lack of procurement personnel for that

_purpose.

The concept of acguisition planning is a practice that must be
'accepted as a Department philosophy A/OPE has stated
government-wide policy to all requirements offices and A
lOPR/STP/P has attempted to enforce it, but the plain facts are‘
that if a requirements office procrastinates long enough and :
time becomes of essence, the pressures on OPR/STP/P are
insurmountable. The argument then is either proJect'
impairment loss of one year funds, or both OPR/STP/P
contracting offic1als become the bad guys"® who make‘

1mpos51b1e demands for conformance with government

- A R RDP R001100100001 3
Declassmed and Approved For Release 2012/1 1/02 CIA- D 90MO00005
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‘regulations.

If the recommendatrons in the report are to have any

long lasting 1mpact, then top management begrnnrng wlth the
Secretary, must throw. their. fu11 support behrnd them. If not
the problems will not be resolved - For example, the Department'»
of .Energy had alteady establrshed and staffed an. 1ndependent
procurement policy offrce when Executrve Order 12352 'Federal
procurement reforms (attachment A), was signed on March 17,
1982, so 1t qulckly 1mplemented these new 1n1t1at1ves.. When

the Competition in Contract1ng Act became effectxve on Aprrl 1..:
1985, the procurement Policy staff developed a series of |
‘p011c1es and prOCedures for 1mplement1ng it, 1ncluding a
memorandum, srgned by the Secretary of Energy and drstrrbuted
agency-wrde, on compet1t10n in contracting (see OIG
recommendatlon 2). This occurred at about the same t1me the
Department was just beg1nn1ng to establlsh a procurement pollcy

]

off1ce.'

The creation of the Office of the Procurement Executrve
: exemp11f1es the Department S dlsrnterest in its.
responsrbllrtres for managrng a procurement system and/or its
unw1111ngness to provide the resources necessary to ensure that”
'proper acqu1srtlon policies and procedures are establrshed and

enforced

" Declassified and Approved For Release 2012/11/02 : CIA-RDP90MO00005R001100100001-3
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A and A/OPR formally requested a budget and staff resources for

'A/ops in Fiscal Years 1984,‘1985, 1986, and 1987. The

Department denled each request w1th the suggestxon that A

-75reprogram out of exlstlng resources.A Concurrent with these
eevents, Ayhadnto respond on an emergency.bansvto,the‘demands'
-1mposed by the $360 m11110n securlty supplemental appropr1at1on'

--and the succeedlng establrshment of the Bureau of Drplomatrc»t"

Security. .

A/OPE was establlshed as a separate off1ce on January 28 1985

' w1th no personnel allocat1ons. The Chzef OPR/STP/P was

: '}desrgnated Act1ng Procurement Executzve, concurrent with

OPR/STP/P dutles, but thh no formal personnel act1on.; After a.

meetzng w1th OMB and the Offlce of Federal Procurement Policy -

’(OFPP) on June 17 1985, concernlng the Department s . _
_ noncompllance w1th Executrve Order 12352 the pos1txon of b
.Procurement Executive was divorced from OPR/STP/P The formal

’personnei actlon was dated October 27, 1985 for a 90 day

One staff posrt1on was

‘also detailed to the Procurement Executxve, thougbvan offrcial-r

personnel actlon was not processed

| | o A | R RDP R0011001000Q13
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subject tovtransfer back to A/DPR ' ThiS*record speaks for'
1tse1f°‘apparent1y, only A and A/OPR recogn1zed the,*
Department s respon51b111t1es for managxng its procurement
system and were w1111ng to ask for,'and after the usual

- denials, allocate the1r own resources toward that end

cattachment C).

Unt11 A/OPE's creation in 1985 wh1ch some Department officers
resisted for several Years as unnecessary, the Department had
- no staff office respon81b1e Solely. for managrng 1ts procurement
»system. One result was the three-year delay in complet1ng the- ‘
Department of State Acqulsltlon Regulatron, whxch also was . o
vcrted 1n the report (see OIG recommendatzon 8). The . |
Procurement Executrve is the Department s pr1nc1pa1 off1cer
assrgned respons1b111ty for 1ts procurement pol1c1es,
regulatrons, and procedures.. The Procurement Execut1ve s. .
__delegat1on of authorrty was signed on Apr11 18, 1986 - by the'
Ass1stant Secretary for Adm1n15trat1on and pub11shed on May 6
- 1986 (attachment D) ) The Procurement Executrve S charter
assigns srgn1f1cant responsrbxlrtres over 12 domestlc and , N
approxlmately 250 overseas contractlng act1v1t1es. Even w1th a -

'staff of 10 profe551onals and 2 support th1s would be a taxlng

t

undertak1ng.:" o

| Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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RecommeﬁdatiOn 1. The bepertmentv(A)'should take appropriate
l'éEtions-to.impiemeht Department policies_to.ensure'that progtam‘

,officesﬁfihciuding S-S/EX, ARA/EX, and ARA/LPD, are prohibited

nggggﬁg.v A/OPE»accepts'this.reCOmmendétient, The,Depértment'
" of State Acquieition Regulatiqn'(DOSAk, éee tecommendationvé), i
wiil_establish the Departmentfsfbasicpublicpoliciestkith
_reepeCtvto the tesponsibilities,of brogremmatic,andeconttéctihgv
pfficials in.the acQuisitien precees; timﬁlementation‘of these

policies‘will require new texts for the Foreign'Affairs*Manual,

eneuteffﬁll Department eompiiance Qitheite'implehehtation;'a
polieyvstatemeht ehould'be;prepared for tﬁe_Undet{éectetarY“s-}
(M)'signatute,» The Statement'sheﬁld ackddwledge-that'
Department'COhtracting officials have these-legai'and .

‘regulatory responsibilities and the authority to execute them.

\__A ‘ | . o 2012 : . '5R001100100001-37
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Regard1ng dlsc1p11nary action aga1nst program off1c1als
_usurplng contractlng officer . authorlty, A/OPE belleves that
such a policy should be established, but only in broad terms,

'11ke the rat1f1cat1on act1on 1tse1£ any dxsc1p11nary actlon‘

: must be con51dered on- a case -by-case basxs. Dependlng on the

vspec1fxc1ty of ‘the polxcy, the review and concurrence of M, and

M/PER, and poss1b1y the employee unlons, may be requ1red

'In'1984 the Procurement Execut1ve 1ssued a memorandum on

-rat1f1cat10ns to a11 execut1ve d1rectors and adm1n1strative

offzcers (attachment E) Rat1£1catlon also was mentxoned 1n a

‘1986 memorandum on recurr1ng serv1ces contracts, issued from

directors and adm1n1strat1ve of£1cers (attachment F)

|
|
|
the Deputy Asszstant Secretary for Operat1ons to all executive - :
: nggmmgndgtign;z. The Department (A/OPE) should issue -
1nstruct1ons to the OPR/STP contractxng Offlc1a1s to reaff1rm
the1r responsxbxlitxes to adhere to the competxtxon

'requxrements in the Federal Acquxsxtxon Regulat1on. If deemed S

appropr1ate by OPE, these 1nstructxons ‘may be provided to other rgl ,
|
|
|

\

contractlng off1c1als in the Department._'

-Bﬁcgmmgndatign_i.: The Department (A/OPE) should issue |
_ 1nstruct1ons to the OPR/STP contractlng off1c1a1s to stressv“f

the1r respon51b111t1es to adhere to the requ1rements for

| 1-3 ,
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A publlczzlng proposed acquxsitlons in the Cgmmgzgg;EQSingss

" Daily as requ1red by Part 5 of the Federal Acquisition

Regulatzon._-If deemed appropr1ate by OPE these 1nstruct10ns
may be. provzded to other contract1ng offlc1als 1n the

Department

}ggggmmggdgtign_ig» The Department (A/OPE) should issue

of£1c1als

nggmmgnditign_i} The Department (A/OPE) should 1ssue |

1nstructlons to the OPR/STP contractxng officials to def1ne the

Dpreaward and postaward contract admlnistratxon funct1ons they

are to pérform. Moreover, OPE should conduct a. random review

‘off1c1a1s..-

' geggmmengatigg;ﬁ; The Department (A/OPE) should 1ssue v
1nstruct10ns on the use of contract aud:t servxces for both

' preaward and postaward contract actrons.» Moreover, OPE should

conduct a random revzew of OPR/STP contracts in early FY 1988

| 01100100001-3
Declassified and Approved For Release 2012/11/02 : CIA-RDP9OMO0005R0
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to determine 1f the 1nstruct10ns are belng followed by the X

OPR/STP contractxng officials.

Bgsggg;g.' A/OPE does not accept the basxc pPremise for
vrecommendatlons 2 through 6. A/OPE is responsible for
estab11sh1ng Department procurement p011c1es ‘and procedures,v
not for 1ssu1ng 1nstructzons to 1mplement those polzcies and '
procedures.< That is a responsibilzty of the operational
elements, i.e., the managers - and superv1sors for the
contract1ng act1v1t1es In its current conflguratlon..

OPRISTP/P superv1sors are respon51b1e for ensuring that its

7

contracting personnel are 1nstructed in the procedures followed

by that act1v1ty A/OPE expects that the OPR/STP/P superv1sors

are fully capable of 1nstruct1ng the1r staff in these

procedures.

For example, in'1984, the Chzef OPR/STP/P, issued 1nstruct1onsﬂ

to the OPR/STP/P staff on small purchase procedures and" ‘
contract admxn1strat1on (attachments G and H). The current .
Ch1ef, OPR/STP/P issues “Procurement D1vxslon Memoranda,

whlch agazn 1nstruct OPR/STP/P personnel in operat1ona1

procedures (attachment I).

Nevertheless,
'OPR/STP/P ch1ef to- determlne the extent of assxstance A/OPE can

offer to that activity. s
Declassified and Approved For Release 2012/1 1/02 CIA- RDP90M00005R001 100100001
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A/OPE accepts tecommendatlons 5 and 6 that A/OPE conduct’ rand> '
revxews of OPR/STP/P contracts in early FY 1988 to determme'o’m
whether OPR/STP/P contractlng offlc1a1s are followrng the1r
1nstruct10ns.< However, A/OPE notes that, at least for =
| OPR/STP/P contract act1ons, postaward contract admznxstrat1on

currently 1s usually delegated to the requ1rements off1ces
A/OPE w111 work w1th Department contract1ng activxties in h‘th
lee documentatlon and procedures to strengthen the areas o: |

contract adm1n1strat1on, to 1nc1ude cr1t1ques of £11 ‘
_ _ _ | es. :

equzvalent pos1t1on avallable for the revzew (hoth pre"
postaward) of contracts 1ssued by all eleven domestxc awatd and
Department contract1ng act1v1t1es o A/OPE s revxew functi -
.1n1t1a11y concentrated on OPR/STP/P and 1nvolved all on
acqulsztxons over sloo 000 To extend thxs rev1ew funct1on to
other Department contractlng act1v1t1es, A/OPE had to ralse to'

$500 000 the level of rev1ew for OPR/STP actlons

¢
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results.

-ggsgggsg* A/OPE accepts the recommendatlon on 1mp1ement1ng
.acguzsxtlon pIannlng, though it 1s uncertaln whether a
"program® per se is necessary Acquls1t1on plannlng, asv"
‘ . required by Part 7 of the Federal Acqulsxt1on Regulat1on and
u~prevxously by OMB/OFPP polxcy letter, has not- been fully
:1mp1emented by the Department. To - 111ustrate, over the last
- several years, off1c1als in A have 1ssued memoranda on |
. acquls1tron plannlng (attachments J through L) and a number of
memoranda on year- -end spend1ng (attachments M through 0). Thls
method has had only 11m1ted results in terms of meet1ng the

regulrements of FAR Part 7.

As 1ntended by the FAR A/OPE belleves that for an effectlve ’
'acquxsltxon plannlng process, contract1ng o£f1c1a1s should "
'part1c1pate in the budget process for each Department offxce
' that reqdlres the acqulsxtlon of supplles or servzces by
| contract.- The budget process 1tse1f comprlses three major
_phases, i. e., formulatlon, mark-up, and approval 1n theory,
‘.acqu1sxt10n plannlng should be considered durlng each phase
Maklng acqu1s1t10n plannlng effect1ve, however, w111 requ1re

"the full support of senlor management.

From-a‘management perspective,_anracquisition planning process

%}égl‘a’slgﬂe’d"a%a"AToBro‘vLe& For Release 2Q12/11/02 CIA-RDP9OMO0005R001100100001-3 )
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and review.' Because the roles and respons1bilit1es of

effective.f

" As an interim measure, A/OPB has drafted a policy directive
'that will deny a procurement actxon, other than for reasons of

‘unusual and: compelling urgency, to proceed without an approved

aCQUISItlon plan 1nc1uded with the purchase request from the
requirements office.’ This is an 1nter1m measure in that 1t

concerns only acqu1s1t1on planning for the approved budget

This may cause‘some'requests to fail and7or'the lapse of some

one year money, but the larger obJective w111 be met.

Vnggmmgndathniﬂp The Department (A/OPE) should complete the

actions necessary to finalize the Department of State

-AAcqulsition Regulatzons as expedxtiously as poss1ble.

,proposed rule in the May 28 1987, editlon in the Eederal
.Reg;ster (52 FR 19990) The period for subm1551on of COmments

clo
| ses on June 29 1987 After rev1ew1ng those comments, A/OPE

w111 pub11sh the DOSAR as a f1na1 rule, at wh;ch tima & ..:

{ Declassified and Approved For Release 2012/1 1/02 : CIA-RDP90MO0005R001 100100001 3 .
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become effective. Grven the process for regulatory’rule

making, A/OPE prOJects that this should occur by late July or'
early August of thzs year. ’

. gggmmgndgt ion 9, The Department (A/OPE) should rev1ew the’

current delegatlon of procurement authorzty 1ssued to. the

\'v ' Forexgn Serv1ce Instrtute (M/FSI) and determine whether it
needs to be modified to preclude the use of the Regxstrar s

authorlty to issue training orders for persons outszde the

Department us1ng funds that are not MVFSI funds

| ; ance A/OPE’ has
not yet rev1ewed the spec1f1c author1ty cxted in the

ngggn§§+ A/OPE accepts the recommendatlon.

vrecommendat1on, A/OPE cannot determxne at thrs t1me whether the.:'

authorlty needs to be modlfled

Declassified and Approved For Release 2012/11/02 : CIA-RDP9OMO0005R001100100001-3
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A procurement‘System comprises'oersonnel, management; and
'organization‘elements. Unfortunately, the report addressed
only thetfirst'tWO;" Department contract1ng off1c1a1s soon’

.recognxze that wh11e personnel and management 1nadequac1es are

real, the more 1ntranslgent problem is the Department 'S
organzzatzonal mxndset.f Contractrng offxcials know what
happens when they try to enforce the regulatlons—-therr
deC1s1ons are c1rcumvented Th1s 1s not to denlgrate the
>'£1nd1ngs contalned in the report, but to stress that the
'recommendat1ons are not suff1c1ent as they are d1rected at
_contractlng off1c1a1s w1thout mentzon1ng the role and
respon51b1l1ty of senlor management to ensure that those_

off1c1als have the author1ty commensurate w1th thelrfx

respons1b111t1es.

_Contracting 1s a dynamic. servxcevfunctxon that works properly
only when it is based on cooperat1on within the Department
"Too often it has been allowed to degenerate 1nto an adversary
relatxonshxp between the programmat1c and contractlng
offzcxals. Contractzng off1c1als genu1ne1y want to help the
'_-programmatlc off1c1als accompl1sh therr m1581ons, but the 5»”
' system seems to be stacked agalnst them.' If any proof is
'-needed Just remember that the fourth quarter is rapldly

apptoachlng. let's see how the Department reacts to the' , o
Declassmed and Approved For Release 2012/11/02 : CIA-RDP90M00005R001100100001-3
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enforcement‘ef the,reguiaticns by contracting officials

A/OPE's acceptance of the report s recommendat1ons and its
1ntentxons to 1n1t1ate act1ons as stated must be consldered 1n‘
light of 1ts resources relatlve to the responsxb111t1es |
;aSSIgned 1n Delegatxon of Authorzty No. 120 3. Desp1te
numerous requests by A,‘resources have not been forthcoming.
which reflects a per51stent 1nsens1t1v1ty by upper management

to the magnltude of these responsxbxlxties

'Attachments:t

As stated
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Comptroller General _
of the United States -

Washington, D.C. 20548

B-229069 y
vSeptember 30,i1987

* The Honorable Jack Brooks
Chairman, Committee on

v Government Operations ,
House of Representatives :
The Honorable Dante B. Fascell
Chairman, Committee on -

Foreign Affairs
House of Representatives'.

Dear Mr. Chairmen:

This responds to your joint letter of March 31, 1987,
requesting this Office to conduct an investigation and
render a legal opinion on the legality and propriety of
certain activities of the Office for Public Diplomacy for
- Latin'America and the Caribbean (S/LPD) of the Department of
State. Subsequent discussion with your staff limited the
scope of the legal opinion to the issues of alleged lobbying
‘and the development and dissemination of propaganda from
1984 to the present. . ‘ o B '

We conducted a review to develop the facts regarding the
lobbying and propaganda issues, which consisted of inter-
views of knowledgeable individuals and a search of the
'S/LPD files. As a result of our review, we conclude that .-
S/LPD's activities involving the preparation and dissemina-
tion of certain types of information .violated a restriction .
on the use of appropriated funds for publicity or propaganda
- purposes not authorized by the Congress. We do not believe,
however, that available evidence will support a conclusion
that the applicable antilobbying statute has been violated.
- We are presently continuing a review of certain other . S/LPD
R activities, and will keep you informed of our progress on a

periodic basis.
THE PROPAGANDA ISSUE

‘According to Ambassador Otto J. Reich, who directed S/LPD
from 1983 until 1986, the Office of Public Diplomacy for
Latin America and the Caribbean was established within the
Office of the Secretary of .State in 1983 to. engage in a

- Campaign to influence”the,public'and_the'CongreSS to support.
increased funding for the Administration's Central American

~policy. In pursuit of its public diplomacy mission, S/LPD
used its own staff, and let a number of contracts with

RN B Declassified and Approved For Release 2012/11/02 : CIA-RDP90M00005R0011001000()1-3 :
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outside writers, for afticles, editorials and op-ed pieces

in support of the Administration's position. Generally,
S/LPD employed direct and overt methods in using the media -

to favorably influence the public to support the Administra-

tion's Central American Policy. However, information

~developed during the course of our investigation demon-

strates that, on occasion, S/LPD also arranged for the.
publication of articles which purportedly had been prepared
by, and reflected the views of, persons not associated with

‘the government but which, in fact, had been prepared at the

request of government officials and partially or wholly paid
for with government funds. A .

'For‘example,'S/LPD.arranged'for a university professor, who

was also paid as' a consultant to S/LPD, tO write a news-
paper article in ‘support of the Administration's Central.
America policy without alerting readers or, apparently, the

newspaper that the government was involved. - S/LPD described .

this technique in a March 12, 1985, internal memorandum to
another Department of State office. Attached to that
memorandum was an op-ed article entitled "Nicaragua is

Armed for Trouble," which was ostensibly written exclusively
by Professor John Guilmartin of Rice University, and P
published in the March 11, 1985 issue of the Wall Street

‘Journal. The memorandum states that "Professor Guilmartin,

who 1s a consultant to our office, and the Public Diplomacy
staff worked extensively on this piece."” However, the:

~published article lists the author solely as John F.

Guilmartin, Jr. and describes him as follows:

- "Mr. Guilmartin is adjunct professor of history at

" Rice University in Houston. He was formerly a
lieutenant colonel in the U.S. Air Force and
editor of the Air University Review."

. The Guilméttin article was one of five "whitevpropaganda”

operations described in a March 13, 1985, memorandum from
S/LPD to the Assistant to the President and Director of
Communications. The memorandum stated the following about .
the article: ' I : - '

"Attached is a copy of an op-ed piece that ran two days
ago in The Wall Street Journal. Professor Guilmartin
has been a consultant to our office and collaborated

- with our staff in the writing of this piece. It is
devastating in its analysis of the Nicaraguan arms
build-up. Officially, this office had no role in its
preparation." o o - : ~ :

 B-229069
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The memorandum also described as follows the use of-. :
consultants to write op-ed pieces for Nicaraguan opposition
leaders: : LT : ‘ -

. "Two op-ed pieces, one for The Washington Post and.
- one for The New York Times, are being prepared for

- the signatures of opposition leaders Alphonso

- Rubello, Adolpho Callero and Arturo Cruz. These

two op-ed pieces are being prepared by one of our
consultants and will serve as a reply to the [
.~ outrageous op-ed piece by Daniel Ortega in today's

. New York Times." ‘ T : '

A third item in the memorandum describes the use of a

-~ "cut-out" to arrange visits to various news media by a

- Nicaraguan opposition leader. Although the term is not
defined, it appears to reflect an intention to hide the fact
that the opposition leader's visits were being arranged by
the government. The closing paragraph of the memorandum
explains that S/LPD will not communicate its activities on a
regular basis to the Director of Communicatians in part
because "the work of our operationis ensured by our K
office's keeping a low profile.” ’ -

-~ ‘The memorandum, which is enclosed with this opinion, was
initially classified by the Department of State as "Confi-
dential." Following our request, it was declassified by the
Department on September 10, 1987. Three other documents
similarly were declassified following our request. -

' : The use of appropriated funds by the Department of State for
' ' ~certain types of publicity and propaganda is prohibited.
. Section 501 of the Departments of Commerce, Justice and
State, the Judiciary, and Related Agencies Appropriations
‘ Act, 1985, Pub. L. No. 98-411, August 30, 1984, 98 Stat.
1545, which provided fiscal year 1985 funding for the ’
\ Department of State, reads as follows:

| o : _ "Sec. 501. .No part of any appropriation contained:
| _ o o in this Act'shall be used for publicity or ~ -
o ' o - propaganda purposes not authorized by the’
o SERE P ‘Congress." L '

The legislative history of section 501 is silent as to the

intended effect of the restriction. See H.R. Rep. No. 197, -

99th Cong. 1lst Sess. 90 (1985). This Office has had ‘
‘numerous -occasions in the past to interpret language similar
to section 501. We have held that such a provision

iproh§bits the use of federal funds for two distinct types of
Publicity and propaganda activities. - o :

,3

S - : o - 239069
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First, it prohibits "self-aggrandizement" activities on the
part of a federal agency, which have been described-by our
Office as publicity activities of a nature tending to
emphasize the importance of the agency or activity in
question. 31 Comp. Gen. 311, 313 (1952), B-212069, »
October 6, 1983. Self-aggrandizement is not an issue in
the present situation.

Second, we have construed the language of section 501 as
prohibiting covert propaganda activities of an agency, which
is the issue involved in the situations described above.

In our decision B-223098, October 10, 1986, we held that

- editorials in support of a proposed reorganization of the
Small Business Administration (SBA) prepared by SBA for
publication as the ostensible editorial position of )
newspapers to which the editorials were submitted, were
‘misleading as to their origin and reasonably constituted
"propaganda” within the common understanding of that term.

We conclude that the described activities are beyond the
range of acceptable agency public information activities
because the articles prepared in whole or part by S/LPD.
staff as the ostensible position of persons not associated
with the government and the media visits arranged by S/LPD
were misleading as to their origin and reasonably _
constituted "propaganda" within the common understanding of
that term. Therefore, under the rationale enunciated in
B-223098, supra, these activities violated the "publicity
and propaganda"” prohibitation of section 501. :

We have been unable to estimate the amount of effort and
funds expended on covert propaganda operations.  Materials

- contained in S/LPD files indicate that covert propaganda
operations were conducted on several other occasions and
were not separated from routine legitimate activities. In
view of the difficulty in determining the exact amount
expended illegally, as well as the identity of any partic-
ular voucher involved, we conclude that it would not be
appropriate in these circumstances to attempt recovery. of

- the funds improperly expended. We recommend that the
Department of State take action to insure that violations of
appropriations restrictions contained in section 501 do not
occur in the future., ' L . ‘

THE LOBBYING ISSUE

The S/LPD staff carried on many activities designed to
‘influence the public and the Congress to support the _
Administration's Central American policy, in keeping with
the purpose for which S/LPD was established. . '
Ambassador Reich gave a briefing to the Secretary of State

4 B-229069
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in which he éxplaiﬁed that S/LéD'svobjective in attgmpting'
to influence Congress was: - o : )

"To gain sufficient bipartisan support in Congress
to permit approval of increased assistance, ,
economic and military, to Central America and to

- preclude crippling restrictions on actions in

- support of U.S. .policy objectives in the region.".

Sometime in 1983, S/LPD developed a close working relation-
-ship with a public interest group. entitled "Citizens for -
America" (CFA). CFA is a nationwide grass roots organiza-
tion engaged in lobbying and fund raising activities on

- behalf of Nicaraguan Contra causes. CFA has its head-
quarters in Washington, D.C. .and is organized into regions
‘and local district committees throughout the country, which
are staffed with'volunteervworkers._'Volunteers receive
periodic instructions from CFA's Washington headquarters,
when legislative action is scheduled in the Congress, to
call and write members of Congress, to write letters-to-the-
editor and op-ed pieces, and call in and appear on radio
talk shows in support of the Administration's policy on

. Central America. v S C ' :

On March 4, 1984, the Chairman of CFA wrote the Secretary of
State informing him of the details of his grass roots °
v lobbying effort in support of the Administration's policy.
 Ambassador Reich, then head of S/LPD, prepared a draft
response letter to the Chairman for the Secretary to sign.
~In the transmittal memo, Ambassador Reich described the
close working relationship between CFA and S/LPD as follows: -

- public education campaign on Central America.

"Our office has a very good‘working relationship
with Citizens for America and has provided CFA

~with a great deal of information.

"A WOrd'of_enéouragement'and appreciation from: you
would go a long way toward letting CFA know we
recognize and_value their efforts.”.

Again on July 3, 1984, the CFA Chairman wrote the Secretary
- of State making the following request: ' E e

"We hope you will be able to contributé.a one-page

letter to our 'action kit' voicing your support
for this vital aid and your feeling that Congress
must address_the,iSsue this summer.

|

!

: i o ~_ "Citizens for America has ‘been carrying out a
|

B-229069
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"This request is urgent. Your contribution will
mean more op-ed pieces, letters to the editor,-
calls to Congressmen, and radio and television
interviews -- the elements of grass-roots support
'so vital for effective political action. :

" "Thanks so much for your help. Anne Barton will
" be in touch with a member of your staff today to
~provide any details you might need.” P

Ambassador Reich prepared a draft response letter for the
Secretary of State to .sign. The draft letter was not used.
Instead, the Office of the Secretary sent Ambassador Reich
an extract from a statement .by Secretary Shultz before the
- Subcommittee of Foreign Operations of the House Appropria-
tions Committee on March 16, 1983, and instructed him to
. reply to the CFA Chairman. We could not locate a copy of
- Ambassador Reich's reply to CFA. SRR :

The annual Departments of Commerce, Justice, and State, the
Judiciary, and Related,AgencieS'Apprbpriations Act,1/ under
which the Department of State receives its appropriations,
does not contain a restriction on the use of such funds for
lobbying. The only antilobbying legislation relevant to
these circumstances is 18 U.S.C. § 1913, which reads in part
as follows: - S ' : ‘ ' .

"No part of the money appropriated.by any .
enactment of Congress shall, in the absence of
express authorization by Congress, be used
directly or indirectly to pay for any personal

- service, advertisement, telegram, telephone,
letter, printed or written matter, or other
device, intended or designed to influence in any
manner a Member of Congress, whether before or
~after the introduction of any bill or resolution
proposing such legislation or appropriation; but
this shall not prevent,offiCers_or employees of.

. the United States or of its departments or: o

- agencies from communicating to Members of Congress’
on the request of any Member or to Congress, _
through the proper official' channels, requests for
legislation or appropriations which they deem
necessary for the efficient conduct of the public
business."” =~ = S

Section 1913 further provides for penalties of a fine;
‘imprisonment,.and removal from federal service. -

L/ -See, e.g., Pub. L. No. 98-411, August 30, 1984,
‘98 stat. 1545.° . S |

s  B-229069
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Because 18 U.S.C. § 1913 provides for criminal penalties,
'its interpretation and enforcement is the responsibility of
the Department of Justice. This Office may, however, refer
. appropriate cases of apparent violations of 18 U.S.C. § 1913
-to the Justice Department for prosecution. See, e.g., :
B-212235(1), November 17, 1983 (Commerce Department
- publication favoring revision of Export Administration Act
referred to Justice). To our knowledge, there has never
been a prosecution under this statute. B-217896, July 25,
| A 1985. In addition, only a few court decisions have cited
- the statute and generally they have not dealt with the .
~question of a violation, but have been concerned with
. . peripheral issues. See, e.g., National Association for
| o Community Development v. Hodgson, 356 F. Supp. 1399 (D.D.C.
| - 1973); American Public Gas Association v. Federal Energy
Administration, 408 F. Supp. 640 (D.D.C. 1976). See ‘
B-214455, October 24, 1984. o :

The Department of Justice interprets 18 U.S.C. § 1913 to
apply only when funds are spent in a grass roots lobbying
effort, where an attempt is made to induce members of the

- public to contact their representatives in Congress- to E
- persuade them to either support or oppose pending legisla-
tion. . B-216239, January 22, 1985; 63 Comp. Gen. 624,
625-226 (1984). v , - S ¥
We note that 18 U.S.C., § 1913 prohibits the use of
.appropriated funds for printed or written matter intended or
designed to influence legislation pending before the
Congress. If S/LPD expended any appropriated funds to
develop the information provided to CFA, such expenditure
might constitute a violation of 18 U.S.C. § 1913, On the
other hand, if the information provided CFA was readily -
available within the Department of State, the expenditure of
funds would not have been necessary, and the statute would
not have been violated. See B-129874, September 11, 1978.
We have not found any evidence indicating that S/LPD

- expended appropriated funds for such information. The only
document found during our investigation that was given to

. CFA by S/LPD was .a copy of testimony presented by the
Secretary of State at a congressional hearing and was :

- readily available. - ccordingly, we found no evidence that

‘would lead us to conclude that S/LPD violated 18 U.S.C.
- § 1913 in its relationship with CFA. -

_SUMMARY AND CONCLUS IONS
S/L?D engaged in prdhibited,tcove:t propagénda activi:ies
designed to influence the media and the public to support

‘the Administration's Latin American policies. . The use of
apprqpriated funds for these activities constitutes a

7 B-229069
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violation of a restriction on the State Department annual -
appropriations prohibiting the use of federal funds-for
publicity or propaganda purposes not authorized by the
Congress. _ : R R o

S/LPD also developed a close mutually supportive relation-
“ship with CFA, a nationwide grass roots organization

' “engaged in lobbying and fund raising activities on behalf of

Nicaraguan Contra causes. S/LPD acknowledges giving CFA a
- great deal of information. However, we have not found any

evidence that S/LPD officials violated the applicable

antilobbying statute. L R .

Unless you pubiicly'anﬁounce its contents earlier, we’plénv
no further distribution until 30 days from the date of this

. opinion. At that time, we will send copies to interested
parties and make copies available to;othersAon request.

| 7 . o
i ' . Sincerely yours,
/bt“Comptr’ller General
~ of the United S;ates‘

- Enclosure

8 B-229069
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uatch 13, 1985

- .l roenoror STATE A/CDC/MR
'W/zus ONLY | | mEvize By %L e d DATE 5_pp
TO: Mr. Pat Buchanan ' RDSCor xDq:gxr,pgrg;
" . Assistant to the Ptesxdent *%530 5

ASTH. ZEASON(S) '
Dicector of Communxca,txonsr' ENDORSE g‘fﬁ—n s wazxINcs a-.
The White House DICLASSIFISD® R...EA.:.ABL...G
o RELEASE DENIZDT 4
L PA or FOI EZEUPTIONS .

SUBJECT: fwhi:e P:op;ganda',Operation_

‘PROM: - S/LPD -_Johnathan7s. Mille

, ?xve 111usttat1ve examples of the Rexch 'Hhxce
,Propaganda' operatxon-I

e Attached is a copy of an op-ed piece that tan :wo

: days ago in The Wall Street Journal. Professor :
Guilmartin has been a consultant to our office and K
,collaborated with our staff in the writing of this
piece. It 1is devas:at1ng in its analysis of the

Nicaraguan arms build-up. Offxcxally, this office
" had no role in its p:eparatxon.v :

e In case you mxssed last night's NBC News thh Tomj'

~ Brokaw, you might ask WHCA to call up the Fred
Francis story on the °Contras.® 7 This piece was -
prepared by Prancis after he consul:ed two of our
contractors who recently had made a clindestine tzxp
to the freedom fighter camp along the Nicaragua/
Honduras border (the purpose of this LtLip was to :

. Serve  as a pre-advance for many selected journalists:

. to visit the area and get a true flavor of what the

" freedom £Lghce:s are doing; i.e., not baby killing).

. Although I wasn't wxld about the tag lxne, it was a
' posxtxve piece. ‘ .

@ Two op-ed pieces, one for The Wash Lngton Post. and cne
for The New York Times, are being prepared for the
'_,sxgnatutes of cpposxtxon leadets Alphonso Rubello,,

D.eclassifiéd and Approved For Release 2012/11/02 - CIA-RDP90MO00005R001100100001-3
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'kogg:hgggfgg- ':.._ :

Adolpho Callero and Arturo cru. These tvo op-ed
- pieces are being prepared by one of ocur consultants

and vill secrve as a reply to the outrageous op-ed
- plece by Daniel Ortega in today's New York Times.

‘e Through a cut-out, ve are having the oppositioan -

leader Alphonso Rubello visit the folloving ~ews

- organizations wvhile he is in Washington thi: week:
Bearst Newspapers, Newsveek'Hagazine;}SCtip;s-aovatd
Newspapers, The Washington Post (Editorial Bcard),
and USA Today. In aadition, the CNN ®Ireeman
“Report,® the ®"McNeil-Lehrer Report,® tze °®Today Show®
and CBS Morning News nave been contacz2Z about the
availability of Mr. Rubello. ,

e Attached is a copy of a cable that we received today
from Managua. The cadle states that Congressman
Lagomarsino took up Daniel Ortega's offer to visit
any place in Nicaragua. You may remerzer that Ortega
received a good deal of publicity on his ®peace®
proposal when he stated that he welcored visits by
Members of Congress, stating that they would be free
to go anywhere they wisned. As the casle notes, the
Congreman's request to visit an airfield was denied.

Do not be surprised if this cable somehow hits the
evening news,. o ' -

- I will not attempt in the future to keep you posted
on all activities since we have too many bails in the air
at any one time and since the work of our operation is _
ensured by our office’'s keeping a low >rofile.? I merely -
wanted to give you a flavor of some of the activites tha:c
hit our office on any one day and ask that, as you
formulate ideas and plans of attack, you give us a
heads-up since our office has been crafted to handle the
coacerns that you have in getting the Presicent's progran
for the freedom fighters enacted. S ~

Attachmehts:

1. Op-ed piece by PtoEessot Guilmartia.
. 85 Managua 1523. g

2

g%g; ENT AL
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, United States General Accounnng Ofﬂce |

G A O S Report tO: congressional Requesters |

October 1987 CONTR'ACTING'

i

State s Admmlstratlon of Certaln Publlc Diplomacy
Contracts :
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United States o S - . .

GO

‘General Accounting Office .

Washington, D.C. 20548

‘Nadonal Security and -~
International Affairs Division

B-229069

October 30, 1987

The Hondfable Jack Brooks
Chairman, Committee on -
Government Operations’

" House of Representatives

Thé-andréble'Dante B. Fascell
Chairman, Committee on
Foreign Affairs:

House of Representatives

In response to your request dated March 31, 1987, this

' report provides the results of our assessment of o
contracting activities at the Department of State's Office

~of Public Diplomacy for Latin America and the Caribbean
(LPD). - . L .

LPD was'estabiished at the'Department of State in mid-1983'

by a White House decision memorandum for the Special
Planning Greup. LPD is an*"interagency'office" and . has
been staffed by personnel from the military services, the
U.S. Information Agency, the Agency for International ,
Development, and other offices within the Department of -
State. The office has regularly interacted with other - =
government offices, including the National Security |
Council, - : - '

LPD's. stated goa1 is to promote a better understandihg of
U.S. policy toward Latin. America and the Caribbean. 1Its

activities have been directed at educating, informing, and

influencing_fdreigh and domestic audiences on the
'adminispration's foreign policy objectives in Latin

1The.Sp_ecial "lanning Group, under the National Security

~ Council, was 2stablished by a National Security Decision

Directive in January 1983, The group was tasked with the
overall.planningy direction, coordination, and monitoring
of the implementation of public diplomacy activities,
relative to national security. ' ' o
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America., The former Coordinator? of the office described

~ the public diplomacy objective towards Congress as one

directed "to gain sufficient bipartisan support in Congress
to permit approval of increased assistapce, economic and
military, to Central America and to preclude crippling
restrictions on actions in support of US policy objeccives.
in the region." - : ‘ ’ '

In,caftying‘out its objectives, LPD contracted with

~numerous individuals and seVeralﬂcompanies;‘mostly for

written products. We -found that, in doing so,.LPD

gerierally did not  follow federal regulations governing
~contractual procedures. Specifically: co

' —-' The justifications to sprbrt;the:éxclusive use of.

sole-source contracting by LPD were inadequate.

to in awarding contracts, such as encouraging
competition, obtaining required contract officer
approvals before engaging contractors, and, in one
- case, abiding by limitations on the salary paid to a
- retired military officer. : '

-- Various other procurement requirements were ndt'adhe:ed

In;our-evaluation of LPD's use of contractors, we reviewed

- 25 contracts entered into since the office was established

and valued at approximately'$263,000. All were for-
professional services, Most of the contracts were for
written products dealing with conditiong and U.S. policy in
Latin America. However, few of the contractor's products
vere directly incorporated into LPD publications. '

~No similar contracts have ceen initiated by LPD since

February 1986. 1n March 1986, LPD was transferred from
. the Office of the Secretary of State to State's Bureau for
;'Inter;Americah'Affairsﬁand avnew'Coordinatoruwas appointed. .

lehe only LPD professional service contracts we did not .

review were those under separate investigation by the
Congress and the Department of State’s Office of the
Inspector Ceneral. ‘These ssparate investigations inclyA.

contracts awarded to International Business Communicatin--,

2The person directing LPD's cfforts is desianated as

__Coo;dinator to reflect the lnteragency character of the
- office. Since ‘itsg establishment, LPD has had two
- Coordinators; Do I o
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Inc., the Institute for Notth-South Iséues,‘and to Mr. o
Frank Gomez. o - S

‘Details of our review are provided in appendix I. We.
- discussed the facts and circumstances surrounding the 25
contracts we examined with the current and the former
. Coordinators of LPD and have included their. comments as
. appropriate. The current Coordinator said that, because’
the contracts reviewed covered the period prior to his * :
" appointment, he was not able to offer substantive comments.
The former Coordinator said that he was generally .
unfamiliar with the details related to the office's -
contracting procedures. 1Instead he relied on his staff as
well as State's procurement office to ensure that federal
-~ regulations were adhered to. As requested, we did not
~obtain written comments. S T '

\

Unless you publicly announce its contents earlier, we plan ~”

. no further distribution of -this report until 30 days from 1

- its date. At that time, we will send copies to the o

Department of State, the Office of Management and Budget, J
and other ‘interested parties. o :

Frank C. Conahan o
Assistant Comptroller General
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o LPD'S CONTRACTING PRACTICES .
 DID_NOT COMPLY WITH FEDERAL REGUIREMENTS

 The dffice’of'Public Dip1omacy for Latin America and the Caribbean

(LPD) was established in June 1983 by a ihite House decision '

‘memorandum. Its creation reflected the President's concern that

efforts be made to deepen the understanding of and support for the
administration's policies in Central America. The effortS;yere
intended to be focused on foreign, as well as domestic, audiences.

‘The purpose of LPD activities was to inform, educate, and influence

the public on U.S. foreign policy issues in the region.

~.Uhti1vFebruary 1986, LPD awarded'manyvprbfeséibna1 $ervice,

contracts! and relied heavily on them to carry out its mission. :
Our review of those contracting activities showed that . government

- regulations for contract administration were not followed. LPD did .-

not adequately support its exclusive use of sole-source contracts.

. Other procurement requirements to ensure competition and to limit

compensation were also not followed. In addition, most of the
contractors' written products we reviewed were substantially
different from the'respectivevcontract's original scope of work,
and few were incorporated'directly'into_LPDvpublicationS.

LPD'S ORGANIZATION AND ACTIVITIES

From its inception in mid-1983, LPD has been an interagency effort
with personnel and support staff from the military services, the
U.S. Information Agency, the Agency for Intetnational_Development,
and other offices in the Department of State. LPD was originally

‘placed under the Office of the Secretary of State. L

In March 1986;'LPD was-transférréd from the Office of the-Secretary

of State to State's Bureau of Inter-American Affairs and placed _
under -a new Coordinator, the Deputy for Policy and Public Affairs.
One of the reasons for and benefits of the move, according to the

- current Coordinator, was to integrate the office more fully into
. State's operations. This also allowed the office to obtain
’f:esources-mqte readily from other offices in the Bureau. .

LPD' addressed its mission in part by arranging speaking engagements
for State Department officials, producing publications for domestic

and international distribution, and participating in special
projects--such ‘as an arms display of weapons captured from
Salvadoran guerrillas. Fronm October 1983 through November 1984,

- LPD and State's Office of Public Affairs scheduled speaking
engagements and interviews in: hundreds of cities. LPD also

,lMost of the contracts we examined were valued at less than'SIO,"

and are, for purposes of certain federal'tegulations, called

'~ "purchase orders." For purpoSGS,of this report we refer to thao-

contracts. =
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distributed publications to an,extensive'audience,.including the
private sector, key government officials, and U.S. ambassadors and

embassy political section chiefs in Latin American and European
. countries., o ‘ v _ ok

Use of Contractors to Address LPD Mission

~Although these types of activities (i.e., speaking engagements,

~ production of publications) continue, LPD's use of contractors has
been substantially reduced since the office was-moved and the new
Coordinator was appointed. Prior to that time, contractors were
used éxtensively. According_to the former Coordinator, this was _
necessary to "...accomplish the vdluminoUs'research, production of
special papers, and media éxposure necessary to carry out our
mission, all the while keeping our office team small and-
manageable." The nature of some of the .LPD contractor activities
became a source of media attention and, subsequently, the subject.
of congressional and administration inquiries. - -

During the first 6 months of LPD's existence, four officers on
‘average (including the Coordinator) staffed the office. From
January 1984 until January 1986, LPD employed 13 professional
staff, on average. Even with the increqse in professional staff,
LPD continued to rely heavily on. professional service contracts.
The former Coordinatcr stated that this was necessary because LPD's
work increased at a greater rate than did the staff to address the
demands. : o » ’ ‘ :

LPD has not initiated any new professional service contracts since.
. February 198s. The only contract carried over ‘is with the U.S. air
Force.for a clippings service On news events related to Latin
America and the Caribbean. The office currently functions with an
average of 10 professional staff, The duties of former contractors
have been absorbed within LPD. For example, the functions of a
media consultant/intelliggnce analyst,‘previously performed by
contract, are done by the Coordinator and his deputies. ‘ o
Publications are also written without contractors. The mailing
list,-developed by contract, is being maintained by LPD personnel.

REQUIREMENTS 'FOR CONTRACT
ADMINISTRATION WERE NOT FOLLOWED

Our review focused on the administration of LpD professional _

- service contracts awarded from mid-June 1983 to February 198¢. oF)
reviewed 25 contracts with a tntal value of approximately $263,00".
We found that Lpp generally did not follow federal requirements an-
Procedures governing contract award and administration.

\_k , ) oved For Reles 4 | 001-3
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. Other Prqggrement Requirements
‘Were Not Followed '

‘Various other regulations governing the acquisition process were

. not adhered to by LPD or OPR/STP in contracting out for services.
We found that LPD virtually eliminated competition in contract
award procedures, engaged the services cf'contractors'before
‘required approvals were obtained, and awarded several contracts to -
an individual that circumvented pay limitations for tetired' '
military officers. S _ o o ‘

‘According to contracting officials in OPR/STP, .they find it
difficult to be knowledgeable of alternative sources for the types
of services required by LPD. That is, unlike procuring equipment .
from various established manufacturers, it is more difficult to be
aware and evaluate the quality of a prospective author's ability to

- produce an authoritative statement about a subject related to
activities in Latin America. According to these officials, the
lack of knowledge about alternatives inhibited their efforts to

. locate potential-compe:itors. L : '

. In addition to the difficulty associated with identifying
alternative sources, OPR/STP officials felt that they were under
considerable pressure by LPD to accept the sole-source" N

.recommendations.“ For example, contracting officials provided us
‘with various documents from high-level government officials that
stressed the importance of LPD's activities.: Such documents,
according to the contracting officials, were used to support LPD's
requests for expedited handling of their sole-source procurements.

The former Coordinator disagreed with OPR/STP officials' view that
LPD applied pressure to obtain acceptance of its sole-source
recommendations. ' He noted that, while he tried to get priority
processing for LPD's requests because of the urgency he felt in

addressing the office mission, he never . intended that procurement
regulations be bypassed. : : ! '

Little effort to identify competition

We found little evidence in LPD or OPR/STP files to indicate tha-
any effort was made to locate other sources to compete on LPD .
contracts. CICA provides that while competition may be restricte:-!
for reasons of unusual and compelling-urgency, the contracting
Oofficer must solicit offers from as many potential sources as i-
practicable. Even a sole-source procurement requires such an
effort to help support the sole~source justification. '

For so}e-sou:ce procuréménts exceeding SI0,000, CICA requifes
synopsizing the proposed contract in the CommercevBusiness Dail-
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encourage competition.4 Of the contracts we reviewed, eight were
above $10,000 and should have been synopsized and published. " Yet,

. in only one instance did OPR/STP give notice of its intended sole-
source procurement in the'Commercg Business Daily.

For the contracts valued at less than '$10,000, some effort is '
required to locate alternative sources even if that effort consists
of no more than a few telephone inquiries. The Federal Acquisition
Regulation (FAR), part 13, which sets forth small purchase o
procedures, requires that for oral solicitations, the contracting
office establish and maintain records of suppliers contacted and »
the prices and other terms and conditions quoted by each. We found
no evidence in the contract files, however, to indicate that such
efforts were made. R ' v ' ‘

With one exception, we found .no attempts by LPD or OPR/STP to
locate competitive sources for LPD. The. exception was a contract
for a media consultant/intelligence analyst which LPD wanted to
issue as a sole-source procurement. In April 1985, after receiving
an advance planning document from LPD, OPR/STP attempted to fill
the requirement through competition. At the time, these services
were being provided by Mark Richards Associates, Inc. (MRA). - MRA
had performed this function under various sole-source contracts
since July 1984, and LPD sought. to continue the arrangement.

Using the LPD planning document, OPR/STP located another source
interested in competing for the work. According to information in

the contract files, however, LPD withdrew its requirement for these

services before this potential contractor could be interviewed. 2
few months later, in September 1985, LPD requested the continued
services of MRA, citing "unusual and compelling urgency" as the-
basis to award a sole-source procurement. LPD also added that the
character and sensitivity of the services precluded disclosure of
the contractual arrangement. to the public.: ' : '

-According to OPR/STP contracting officials, it appeared that .

- delaying the announcement of a known and intended procurement was
used by LPD to apply additional pressure on OPR/STP to approve the
sole-source procurement for MRA. This technique conflicts with
CICA, which states: "1In no ‘case may ah executive agency...enter
into a contract for property or services using procedures other
‘than competitive proccdures on the basis of the lack of advance
planning...." S E S : '

. Regarding the sensitivity cf the services to be performed, a Stat«
Department legal advisor noted that "...it is plainly inconsisten:
for...LPD to assert in an unclassified draft sole source =
justification that these contract arrangements should not be.

441 u.s.c. 5416.

There was a similar requirement before CICA wa
~enacted. ' : » R .
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disclbéed-to the public." ' The contracting officer_concluded‘that v
"Q..throughvadvance~prqcurement planning,prior to,expitation of the

new. contract on September 30, 1986, the entire competitive
- Procurement process will be initiated to assure full and open
vcompetition.7~~ﬂowever, LPD began performing the function in-house:

after completion of the contract.

Some ‘work aggatehtlz begun -
before contracts were 1ssued

contracting officer ensurasg that all requirements'of,law, executive i

clearances*and’approvals, have been met."

A In-thrée.pfoéuréméhts, contractor ‘work was éppérently:bégUn1before,v__?

being approved by OPR/STP. 1n effect, OPR/STP had to ratify the -
work after it was begun. 1In one instance, the contracting officer

‘approved the requisition on January s, 1984, for the production of

a4 paper that was to be completed 5 days before; the contractor's
paper was dated December 20, .1983. Another requisition_specified '
that the contract period was to run from December 10 to

December 24, 1984. - The request was not submitted,"howeVer, until f
‘December 19 and was not approved until February g, 1985. 1t f

appeérs‘that’the contractor began work prior to contract. approval
In a-third-instance, a note in Lpp'sg contract file for a particular
contractor said that "OPR/STP needs the date [the-contractor] will

perform'serVices. As we know, he has al:eady‘performed them."

Contracts avoig
- pay cap limitations

Two Office of Management and Budget (OMB).circulafé'reSttict the
use of . : '

contracts to avoid salary limitations for former government

- employees, 1Inp a series-of'contracts,with MRA, LPD did not adhere
‘to those requirements, - A total of.approximately $136,000, or over

50 percent»of the value of the contracts we reviewed, was paid .to
MRA. The company istwned‘and Qperated_by retired Colonel} Marx

~Richards,
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v ' The OMB circulars require that

_ _ - functidns'pteviously performed by government employees shall
, : © . not be converted to contract solely to avoid personnel ceiling.
' : or salary limitations;> L : - : Co

== consulting services are normally to be obtained only on an

> ~intermittent or temporary basis, repeated or extended
procurements are not to be made,® and ccnsulting»serviceS‘a:e
not to be used to circumvent pay caps and other pay '
limitations; and U : e : . :

| S - ¢chsqlting service contracts will be competitively awarded to-
o o . the maximum_extent practicable to ensure that costs are - -
| o ' - reasonable.? i S - co : ’ :

. Colonel Richards was detailed to LPD in January 1984. He became a
Senior Advisor on the staff of LPD. As a staff member of LPD, he
_ - was responsible for providing information to ‘the media, reviewing
| . cable traffic from U.S. embassies in Central America for . ;
‘ information useful to LPD, reviewing the content of LPD '
| -~ publications for accuracy, and developing press kits for the media.
i S When the Coordinator learned of Colonel Richards® impending

" his services at LPD. -

retirement from the Air Force in July 1984, he decided: to retain -

As a military retiree, Colonel Richards would be subject to dual
} compensation,limitations‘if-employed as a consultant (5 U.S.C.
| N .. §5532). This would reduce his-military,retirement ray. E

- According. to Colonel Richards, the reduction was unacceptable.

Accordingly, Colonel Richards'incorporated himself, and the State
Department negotiated a sole-source contract with MRA for media
consultant services. Colonel Richards retired on June 30, 1984,
~and began work as a media contract consultant on July 1, 1984,
Between July 1984vand.February‘1986, LPD awarded MRA four short-.
term contracts allowing him to serve continuously on the LPD

$ 7

_SSeqtibn'7c'(6),vOM8 Circular No. A-76 Rgviséd},AugUét 4, 1983,
Subject: Performance of Commercial Activities. -

Ssection 6 b-d, OMR Circular Yo. A-120, April 14, ‘1980, Subject:
Guidelines for the (lse of Consulting Services. ST :

NE
i

7Section 8, OMB Circular No. A-120.
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staff.8 This permitted him to continue working for LPD without a
reduction in his retirement. pay. According to Colonel Richards, he
performed the same job he did while he was on detail. His. o
supervision, clerical support, access to files, ‘and working hours -

at the State Department were the same.

Many Contract Products Differed
From Contract Scope of Work

written products from individuals outside of government. - o
Justification for the use of the contractors was based on their .

unique insights or expertise on Latin America, which LPD asserted
was not available in-house. Of the 25 contracts we reviewed, 16 = .
specified one or more original written products (41 in all).9 Most

of the contractor products we were able to obtain, however, B
differed substantially from the contract scope of work. According
to LPD personnel, few were incorporated into LPD publications.

LPD made extensive use of professional service contracts to obtain .

Our analysis was hampered‘bY'the;laék‘of'products in LPD files. -
Through a file search and some contacts with previous contractors,
we were able to obtain 28 of the 41 research papers. According to
a State contract specialist, OPR/STP recently addressed this 4
problem by requiring copies of final products for its contractor
fileSb . B ) - : ' : :

' 'Sole-source procurements were used to obtain the services of each
“contractor, and their use was justified on the basis of (1) unigue
abilities and expertise and (2) LPD's urgent need for the specified

product. However, only 13 of the 28 products we obtained addressed

the topic specified in the original scope of work. In the other
cases, the product for which there was an “urgent need" was not
produced; rather, ‘a substitute topic was addressed. S

-For example, the scope of one contract specified topics for four
research papers. Ncne. of the papers were written. Instead, a
number of substitute products were produced on topics not specified
in the scope of work. For instance, in place of one paper. on
"Cuban and Nicaraguan.Involvement in Drug Trafficking," the
contractor wrote (1) a memorandum on the "World Court and _
‘Nicaragua," (2) an editorial on "Morality and .the Central America
Issue," and (3) a paper entitled "The Managua Connection: .The,.
~Sandinistas and Middle Eastern Terrorists." We found no - SR
”justification,that:the contractor;seléctedjasvuniquely qualified to

v.8The,1ast contract er ﬁRA expirea'September 1986.

’9Sevéra1 types of products were requested in.the‘cohtracts. Most
. were research papers, but short articles and essays were specifin:
1N some contracts. These are not included in the product ‘total.

¢

11
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write on the original topic was also uniquely qualified to write on
the new topics. We also found no contract modification to reflect

" a change in the product or evidence that attempts were made to find
the. necessary expe?tise elsewhere. This example was. typical of the
other cases in which the contractor product differed from the
contract's original scope of work. - Lo .

According to-thevformer Coordinator, the need for contractors was
~crucial in the office's early.daysrbeforevLPbeuiltza-staff and- |

. expertise ‘in Latin ‘American public diplomacy. We found, however,

 that of the 13 LPD publications issued during its initial ‘18 months
(through the end of 1984), only 2 were based on the work of LPD

contrdctors. - The former Coordinator commented that contractors'

- work on formal publications is not, by itself, a comprehensive
indicator of contractor contributions since they also worked on
-other products, such as speeches and background materials.

However, we noted:that these types of products were not in LPD's

- files and, in most instances, were not in the respective contract's

'scope of work. I : - - :

COORDINATORS' COMMENTS ,

The current LPD Coordinator told us. .that he was unable to comment
on the facts and circumstances surrounding the 25 LPD contracts we
examined because they related to events which occurred prior to his
© appointment. The former Coordinator noted that, even though he was

. in charge of LPD when the contracts covered in our review were
awarded, he ‘was generally unfamiliar with their details. 1In all
cases;_including'thQSe'in which he was more knowledgeable, the
former Coordinator commented that he relied on his staff, as well

~as OPR/STP, to ensure that all procurement requirements were net,

- He added that approval of the contracts by OPR/STP was an -

- indication to him that all regulations had been dealt with
properly. ' : , ' - S L :

OBJECTIVES, SCOPE,. AND ME’.THODOLOGY»

We examined the operations of LPD to determine the extent to which
LPD used contractor services and whether contract awards were nmade
in accordance with federal acquisition.reQUirements, In all, we

- examined the circumstances related to 25 LPD contracts for I
professional services. The only LPD professional service contract-=
we did not review were the seven under separate investigation by .
the Congress and the Department of State's Office of the Inspe~t~r
General. These seven contracts had been awarded to International

""Business Communications, Inc., the Institute for North-South
Issues, and Mr. Frank Gomez. e ' ‘

Vle interviewed LPD.personnel, including some past officers, an=:
contract officials in OPR/STP. In addition, we interviewed so-»
individuals who had been under contract with LPD to discuss thei-
products and how they were ‘ultimately used. Ue also examined Lo
contractor and related files as well as those maintained by CPR. -~
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to ascertain whether LPD and contraéting officials complied with
federal acquisition requirements. = . ' _—

. In a separate letter to you, we provided our legal opinion. on
whether LPD violated statutes prohibiting certain lobbying and "
propaganda activities.l0 1In that opinion, we concluded that.LPD
had violated a restriction on the use of appropriated funds. for
pgb11c1ty;or propaganda purposes. The former Coordinator disagreed
~with that conclusion but has not provided any information which

‘.. would cause us to change our position.. '
Our‘review was conducted from April to September 1987. Recause the
~primary focus of our review was on LPD's administration of its
contracts, we did not evaluate State's internal controls governing
-contracting. We are, however, conducting a separate assessment of
C State'§ procurement function, including sole-source awards. Except
o for this limitation, our review was conducted ih=accordancé“w;ta "
| generally accepted government-auditing standards. o '

' (467315)

108-229069, septemver 39, 1927,
o | RN S I o
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